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2019 CEO Letter to Potbelly Shareholders 
Dear Potbelly Shareholders, 


While the intent of any annual shareholder letter is to review last year, I need to acknowledge that the world has 
changed significantly in the last few months. Our number one priority has shifted substantially from driving our 
turnaround and delivering positive comps, to focusing on ensuring the health and safety of our employees and 
their families as we continue to serve our communities. Our goal is to see that our employees work in a safe 
environment and are positioned for success in serving our customers and communities. Unfortunately, the impact 
of COVID-19 has forced us to make some incredibility painful decisions. We are doing all that we can to protect 
the livelihood of our employees, satisfy our customers, and ensure that Potbelly emerges well positioned to return 
to growth. While the duration of this environment remains unknown, we will come out of this period stronger 
than ever. I would like to thank all of our Potbelly employees for their commitment and dedication, and for their 
willingness to embrace change, in these difficult times. I take solace in knowing that we as a country are going 
through this fight together and look forward to brighter days. 


Given this extraordinary event, we have taken the necessary steps needed to fortify our business. We drew down 
$40 million of available capacity under our revolving credit facility as a precautionary measure to bolster our 
balance sheet. We’ve streamlined our cost structure and balanced our business to the local realities of each of our 
markets. Finally, the investments we made in our Off-Premise & Digital channel last year are proving crucial. 
We have also added a new fourth option to this channel: curbside pick-up. While our drive-thru operations are 
historically not included in our Off-Premise & Digital channel, we do have 65 drive-thru locations, all of which 
are operational. All of these convenient options provide our customers with another safe and efficient way to 
enjoy our fresh and tasty sandwiches. 


While we continue to navigate these uncertain times, I think it’s important to reflect on the successes our team 
had in 2019. We executed against our turnaround plan throughout the year, complimented it with new ideas to 
accelerate our strategy in the third quarter, and saw incremental progress during each month of 2019. We 
finished the year strong, recording our highest comparable quarterly same-store sales in over three years at 
(0.1%) in the fourth quarter. The hard work put forth by each Potbelly employee enabled this success, and our 
momentum was clearly building. 


Menu Optimization 


One of the strongest driving forces behind our success last year was the Menu Optimization initiatives we rolled 
out in February. We took the time to test different elements, learn what worked and what didn’t, then we rolled 
out the successful components to the entire system. These initiatives included the Pick Your Pair and Meal Deal 
options, which were options previously unavailable to our customers. As of the fourth quarter, these options were 
enjoyed by one in four customers and together helped grow our average check by 410 basis points in 2019. 


Off-Premise & Digital Investment 


We also identified our Off-Premise & Digital channel, which includes catering, pick-up, delivery, and now 
curbside pick-up, as an area for significant investment. As a result, we refreshed our catering website to make the 
customer ordering process easier. We installed pick-up racks in all of our shops to allow for quick grab-and-go 
meals and save our delivery drivers time. We announced our national partnerships with DoorDash and Grubhub. 


At the beginning of 2019, some of our shops delivered some of the time. Now, all of our shops deliver all of the 
time. We also invested in our app, which now has one of the highest ratings in our space at 4.8 stars. 
Collectively, these initiatives all built momentum throughout 2019 and led to 25% growth in our Off-Premise & 
Digital sales year-over-year. As of the end of the year, this channel represented 24.4% of our revenue, and has 
been critical to helping us ride out the challenges of early 2020, provide new ways to access Potbelly, and stay 
connected to our loyal customers. 


Franchise Growth 


2019 was a record year for our franchising business. We signed more deals for more units in 2019 than we had in 
our entire history. In total, we signed four deals for 42 units, nearly doubling our number of franchised stores. 
We continue to work with highly qualified franchisees that see the potential for Potbelly. We look forward to 
retaining that momentum as the world begins to return to normal. 


2020 Priorities 


While COVID-19 has impacted some of our strategic efforts, the bottom line is our strategy was working and we 
did see a continuation of our momentum in early 2020. Through the first 10 weeks of 2020, we saw comparable 
same-store sales gains of 2.5%. We were on pace to record our fourth straight quarter of sequential same-store 
sales improvement and our first positive quarterly comp since the fourth quarter of 2016. We also started our 
Project Aurora tests in early March and saw encouraging results before the COVID-19 pandemic hit. These tests 
were designed to build on learnings from our 2019 initiatives, as well as test new awareness and strategic 
advertising focused on driving stronger traffic. While we have pared back our Aurora-related marketing spend 
recently, these new initiatives are still being tested. We strongly believe they will complement our other strategic 
efforts and help us drive sustainable, positive traffic over the long run. 


In closing, our number one priority remains the safety of our employees, customers, franchisees, and 
communities. We will continue to operate with strict cash preservation and serve our loyal customers in 
compliance with CDC and government recommendations. We remain focused, prepared, and ready to work 
through the challenges of today, so that we can rebuild our turnaround momentum and return to long-term 
growth. I wish all of you a safe and healthy 2020 and want to thank our shareholders for their ongoing support. 


Sincerely, 


Alan Johnson 
President and Chief Executive Officer 


UNITED STATES 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 


FORM 10-K 


ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the fiscal year ended December 29, 2019 
or 
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
Commission file number 001-36104 


POTBELLY CORPORATION 


(Exact name of registrant as specified in its charter) 


Delaware 36-4466837 
(State or Other Jurisdiction of (I.R.S. Employer 
Incorporation) Identification No.) 
111 N. Canal Street, Suite 850 
Chicago, Illinois 60606 
(Address of Principal Executive Offices) (Zip Code) 


Registrant’s Telephone Number, Including Area Code: (312) 951-0600 


Securities registered pursuant to Section 12(b) of the Act: 


Title of each class Trading Symbol(s) Name of each exchange on which registered 


Common Stock, $0.01 par value PBPB The NASDAQ Stock Market LLC 
(Nasdaq Global Select Market) 


Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes OD No & 


Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes 1 No & 


Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 
1934 during the preceding 12 months, and (2) has been subject to such filing requirements for the past 90 days. Yes X No | 


Indicate by check mark whether the registrant has submitted electronically, every Interactive Data File required to be submitted pursuant to Rule 405 
of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit 
such files.) Yes KX} No | 


Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or 
an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and "emerging 
growth company" in Rule 12b-2 of the Exchange Act. 


Large accelerated filer C Accelerated filer x 
Non-accelerated filer CI Smaller reporting company C 
Emerging growth company C] 


If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any 
new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. 0 


Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes OD No & 


As of June 30", 2019, the last trading day of the registrant’s most recently completed second fiscal quarter, the aggregate market value of the 
registrant’s outstanding common equity held by non-affiliates was $116.7 million, based on the closing price of the registrant’s common stock on 
such date as reported on the Nasdaq Global Select Market. For the purposes of this computation, shares held by directors and executive officers of the 
registrant have been excluded. Such exclusion is not intended, nor shall it be deemed, to be an admission that such persons are affiliates of the 
registrant. 


As of January 26, 2020, 23,638,157 shares of the registrant’s common stock were outstanding. 
DOCUMENTS INCORPORATED BY REFERENCE 


Portions of the registrant’s definitive proxy statement for its 2020 Annual Meeting to be filed with the Securities and Exchange Commission not later 
than 120 days after the end of the year covered by this Annual Report are incorporated by reference into Part III of this Annual Report. 


TABLE OF CONTENTS 


Cautionary Statement on Forward-Looking Statements ...........ceccesesssesceeesseseesecseceeeecaecaeeeceecsaeeeveceecaeeeeeeesaesaeeeesaceaeeeseeeaeeeseseeeaeeated 
PART I 

Item 1. PBUSIMGSS so sscstesd teccsvexas ndvanyect ote odssuers susvseteadehsvasustde vias vestexs stevesnee subesansstshsvesustdeneudsyeids stesageutenedaedaatoeranaviomats nsKtsaresays 
Item 1A. RISK FACIOES ccscshsvss sevcsvesdsvcez ore sevvscuezs suze coteudsasvasuste. sévesyens. ce stevestevesusvcanste Susvesueus sueussveuts geusoyensdvessevesteniayevdempeednresaniatsareieys 
Item 1B. Unresolved Stakf Comm emt sc cccsccsssuscssussdsasess vent. sivasvestsvastevcoueresuss cousedoniva neues 2éud vende sesbsudegecsseseoteusanesdowees neussheats ature as 
Item 2. PROP OTIC eesesnesteerivens cormarees czecaascenereiaeeceiuefaneuscnied. teeaaaich he docpaseed ozs dae ceneacansesseint avimegeads Teusaeehectoasay eat etuennbenigiaareaeeendeeeaeys 
Item 3. Le 64l PFOCECCINGS veo cccesevcez ez: caarganazscarecedaefanvaaeniss. teeasaichteracbasded ote dasa cenddsanseasnant avenayeads reaaageheerecnav eck ezeapandenisedevenTbentsceseys 
Item 4. Mine Satety Disclosures src.: 2: ctuxcenazstace codes tncsaeoing. teeaach he ancnaseeg ozs dete cenetsaneaasnaes neusayes 4. aaah y dadereasayvunenceanipencadanreanbaahs cease 
PART II 

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities...... 
Item 6. Selected. Financial Data yes cesvesssavcewszstssssvnsnssy asusaneceleveseseers cove tevapedy rests axschishvesnpinieWieanhiged ous catesssnascvestisnieteendtenseusieetoresass 
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 0.0.0.0... ceseeeseeseeeeteneees 
Item 7A. Quantitative and Qualitative Disclosures About Market Risk ..........ccccccceeseceseeseceseeeceseeeeeeeeeeeeeceseeeseeseeesecaeenaeeneeeaees 
Item 8. Financial Statements and Supplementary Data «......:...<gstesssscssesessestsnenseseseessapioessustosngeepacesoedesstolapeodesesessbapesesepsnysceessns 
Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure .............cceseeeeseeeeteeeees 
Item 9A. Contiols anid PEO cedures yet vcsta coco tsn. fostes st dupes setaides fultbes Jey sagt eadesde act vestetersieaaee siaind ho asta eis vteta teeter ee ies 
Item 9B. Other, Tin Foran a tt igs 22 2os est vad est oe tel coy seek sxe Sesta ata es aes avast states’ ca choetessee esisngueisad snes aatessusl pelea Gti tesetsion ees 
PART III 

Item 10. Directors, Executive Officers and Corporate Governance ........ccescceseesesseeecesceseeeeeeceseaceseesecseesesscaecaeeeesaeaeeeseeseaseeees 
Item 11. EXECU G' C OPS Stl OM 6555s cd seh ses dosdessisacetsestasatec tact spuds ast ieevedaes<Guchiusdoas vespd casts chsndesiec’ eat qyslspivedues Gitaseses tes esiee ale: 
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters...............0.4. 
Item 13. Certain Relationships and Related Transactions, and Director Independence............eceecceceseeseeeeseceeeeeeaeeeeeeeeeeaeenees 
Item 14. Principal Accountant PEessamd (SCLVICES : 2.5 ce: Sas2hancei sc’ css dey sagt ssasediies sresgsd enon sessacesgvpieand oyads via deledel ohitenes as baberenderespidessiss 
PART IV 

Item 15. Exhibits:and Fimancial Statement Schedules :s:, :..1.s4:a0. she sidiad Gis ne iad ndaatimn deci. arelniasastiond Guster: 
ME Pa Oats Tt LO sa Ss 25 dss te sn desea bos eesas ta as Shoes Se Bohs nh Gash Seca Sane Base ca Sala ush EG Ss Saha Senet Banat Mh Meee nie ai ial ditoies 
SiGnatures vise. .siiiei vit iin ishete danas aeinia sia hedaih Moh lstinia iin atid Mela iah ain nnd tanh ania ative an lanl 


71 
73 


CAUTIONARY STATEMENT ON FORWARD-LOOKING STATEMENTS 


Forward-looking statements, within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities 
Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act’), are made throughout this Annual 
Report and are intended to come within the safe harbor protection provided by those sections. These forward-looking statements can 
generally be identified by the use of forward-looking terminology, including the terms “believes,” “estimates,” “anticipates,” 
“expects,” “strives,” “goal,” “seeks,” “ ane plans,” “may,” “will” or “should” or, in each case, their 
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projects,” “intends,” “forecasts, 
negative or other variations or comparable terminology. They appear in a number of places throughout this Annual Report and include 
statements regarding our intentions, beliefs or current expectations concerning, among other things, our results of operations, financial 
condition, liquidity, prospects, growth, strategies and the industry in which we operate. 


By their nature, forward-looking statements involve risks and uncertainties because they relate to events and depend on 
circumstances that may or may not occur in the future. We believe that these risks and uncertainties include, but are not limited to, 
those described in “Risk Factors” in Item 1A, which include, but are not limited to, the following: 


° competition in the restaurant industry, which is highly competitive and includes many larger, more well-established companies; 
° changes in economic conditions, including the effects of consumer confidence and discretionary spending; 

e our ability to successfully implement our business strategy; 

° the success of our initiatives to increase sales and traffic, including menu optimization, off-premises sales options and 


increased marketing and brand awareness programs; 
° the future cost and availability of credit, and the liquidity or operations of our suppliers and other service providers; 


° fluctuation in price and availability of commodities, including but not limited to items such as beef, poultry, grains, dairy 
and produce and energy supplies, where prices could increase or decrease more than we expect; 


° our ability to identify, open and operate new shops (which is dependent upon various factors such as the availability of 
attractive sites for new shops), negotiate suitable lease terms, terminate on acceptable terms or sublease or assign leases 
for underperforming shops, obtain all required governmental permits including zoning approvals on a timely basis, control 
construction and development costs and obtain capital to fund such costs, and recruit, train and retain qualified operating 


personnel; 
° changes in consumer tastes and lack of acceptance or awareness of our brand in existing or new markets; 
° failure of our marketing efforts to attract and retain customers; 
° damage to our reputation caused by, for example, any perceived reduction in the quality of our food, service or staff or an 


adverse change in our culture, concerns regarding food safety and food-borne illness or adverse opinions about the health 
effects of our menu offerings; 


e local, regional, national and international economic and political conditions; 

° the seasonality of our business; 

° demographic trends; 

° traffic patterns and our ability to effectively respond in a timely manner to changes in traffic patterns; 

° the cost of advertising and media; 

e inflation or deflation, unemployment rates, interest rates, and increases in various costs, such as real estate and insurance 
costs; 

° adverse weather conditions, local strikes, natural disasters and other disasters, especially in local or regional areas in 


which our shops are concentrated; 
e our digital business; 


° litigation or legal complaints alleging, among other things, illness, injury or violations of federal and state workplace and 
employment laws and our ability to obtain and maintain required licenses and permits; 


° government actions and policies; tax and other legislation; regulation of the restaurant industry; and accounting standards 
or pronouncements; 


° our reliance on a limited number of suppliers for our major products and on a distribution network with a limited number 
of distribution partners for the majority of our national distribution program; 


° security breaches of confidential customer information in connection with our electronic processing of credit and debit 
card transactions or the failure of our information technology system; 


° actions taken by activist stockholders; 
° our ability to adequately protect our intellectual property; and 


e other factors discussed under “Business” in Item 1, “Risk Factors” in Item 1A and “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations” in Item 7. 


These factors should not be construed as exhaustive and should be read in conjunction with the other cautionary statements 
included in this document. These risks and uncertainties, as well as other risks of which we are not aware or which we currently do not 
believe to be material, may cause our actual future results to be materially different than those expressed in our forward-looking 
statements. We do not undertake to update our forward-looking statements, whether as a result of new information, future events or 
otherwise, except as may be required by law. 


PARTI 
ITEM 1. BUSINESS 
The Neighborhood Sandwich Shop 


Potbelly Corporation is a sandwich concept that has been a much-needed lunch-break escape for more than 40 years. Our 
employees are trained to engage with our customers in a genuine way to provide a personalized experience. Our shops feature rich 
design elements and locally-themed décor inspired by the neighborhood that we believe create a comfy atmosphere. Through this 
combination, we believe we are creating a devoted base of Potbelly fans. 


We believe that a key to our past and future success is our culture. It is embodied in The Potbelly Advantage, which is an 
expression of our Vision, Mission and Values, and the foundation of everything we do. Our Vision is to be your moment of escape, 
thanks to our relaxing shop, friendly faces, and toasty sandwiches. Our Mission is to help people love lunch. Our Values embody both 
how we lead and how we behave and form the cornerstone of our culture. We use simple language that resonates from the frontline 
associate to the most senior levels of the organization, creating shared expectations and accountabilities in how we approach our day- 
to-day activities. We strive to be a fun, friendly and hardworking group of people who enjoy taking care of our customers, while at the 
same time taking care of each other. 


As of December 29, 2019, we had 474 shops in 32 states and the District of Columbia. Of these, the company operated 428 
shops and franchisees operated 46 shops. In 2019, Potbelly’s total shop base reduced by 2.5% over the prior year. Potbelly generated 
shop-level profit margin of 15.0%, 16.7% and 18.2% in 2019, 2018 and 2017, respectively (shop-level profit margin measures net 
shop sales less shop operating expenses as a percentage of net shop sales). 


Shop-level profit margin is not required by, nor presented in accordance with U.S. generally accepted accounting principles 
(“GAAP”). See “Selected Financial Data” in Item 6 for a discussion of shop-level profit margin and a reconciliation of the differences 
between shop-level profit and income (loss) from operations, as well as a calculation of shop-level profit margin. 


Our History 


Potbelly started in 1977 as a small antique store on Lincoln Avenue in Chicago. To boost sales, the original owner began 
offering toasty warm sandwiches to customers. Soon, people who had no interest in antiques were stopping by to enjoy the delicious 
sandwiches, homemade desserts and live music featured in the shop. As time passed, Potbelly became a well-known neighborhood 
destination with a loyal following of regulars and frequent lines out the door. 


Potbelly opened its second shop in 1997 and continued to open shops in more neighborhoods reaching 100 shops in 2005, 200 
shops in 2008, 300 shops in 2013 and 400 shops in 2016. Throughout the growth, each new shop has maintained a similar look, vibe 
and experience that defines the Potbelly brand. Though our shops vary in size and shape, we maintain core elements in each new 
location, such as fast and efficient line flow, vintage décor customized with local details and exceptional customer focus. 


Just like our first shop on Lincoln Avenue, we are committed to building community roots in all the neighborhoods we serve. 


Our Business Strategy 


We strive to grow profitability and create value for our stockholders by working to achieve the goals listed below. While we 
cannot provide assurances that we will achieve and maintain these objectives, we consider each of them to be a core strategy of our 
business. 


Shop Operations. We believe that continued excellence in shop-level execution is fundamental to our growth strategy. To 
maintain our operational standards, we use a Balanced Scorecard approach to measure People, Customers, Sales and Profits at each of 
our shops. Hiring the right people and maintaining optimal staffing levels enable us to run efficient operations. We track metrics such 
as peak hour throughput and Customer Satisfaction Survey Results. Shop sales and profitability are benchmarked against prior year 
periods and budget, and we focus on achieving targets on a shop-by-shop basis. To support our shop operators, we invest in systems 
and technology that can meaningfully improve shop-level execution. For example, we have applied technology to administrative 
activity to enable complete front-of-house, thereby maintaining customer focus. In addition, we are expanding our off-premise 
business, including catering, delivery and pickup, which we view as additional growth drivers. 


Shop Development. Our company-operated shops are successful in diverse markets in 22 states and the District of Columbia. 
We evaluate a number of metrics to assess the optimal sites for our new shops, including neighborhood daytime population, site 
visibility, traffic and accessibility, along with an on-the-ground qualitative assessment of the characteristics of each unique trade area. 
This location-specific approach to development allows us to leverage our versatile shop format, which does not have standardized 


requirements with respect to size, shape or location, to achieve strong returns across a wide range of real estate settings. See “—Site 
Selection and Expansion—Shop Design” for more information about our shop requirements. In 2019, 2018, and 2017 we opened 2, 
10, and 34 new company-operated shops, respectively, and expanded into Salt Lake City, San Antonio, El Paso, Indianapolis and 
Oklahoma City. In those same time periods, we closed 11, 10 and 8 shops, respectively, due to under-performance or lease 
expirations. In the near term we will continue to close underperforming shops and limit our rate of company-operated shop growth. 


Marketing. We believe that our premise of a “helping people love lunch” has broad appeal across a wide range of market types 
and geographies. We learn from the formal customer feedback we solicit, and from managers and employees who interact with 
customers in our shops, that many customers in new markets report positive recommendations from friends and family members who 
live in regions with established Potbelly shops. We believe that our positive brand perception helps drive interest in our shops in both 
existing and new markets. We enhance this with our social and digital interactions and complement our distinctive in-shop experience 
with online access, allowing customers to order ahead through both our website and Potbelly app, including catering, delivery or in- 
shop pick up. 


Franchising. In 2010, we initiated a program to franchise shops in selected markets in the U.S. As of December 29, 2019, we 
had franchise shops in Arkansas, Florida, Illinois, Indiana, lowa, Kentucky, Michigan, Minnesota, Missouri, Mississippi, Nebraska, 
North Carolina, North Dakota, South Dakota, Tennessee, Texas, Virginia and California. As we further develop our franchise 
program, we intend to expand the number of franchise shops on a disciplined basis. We focus on markets we believe have appropriate 
characteristics for our franchise shops and on franchisees that are compatible with the Potbelly culture. As of December 29, 2019, our 
franchisees operated 46 shops. See “Franchising” for more information about our franchise programs. Although we do not expect 
franchise activities to result in significant revenue in the near term, we see the expansion of our franchising efforts to be a valuable 
potential growth opportunity over time. 


Our Food 
Our Menu 


Each of our shops offers freshly-made food with high quality ingredients. The majority of our sales are generated during lunch, 
but dinner and breakfast (in locations with high early morning traffic) are also important to our business. Our menu currently includes 
toasty warm sandwiches, signature salads, soups, chili, sides, desserts and, in our breakfast locations, breakfast sandwiches and steel 
cut oatmeal. 


Certain of our shops in areas with high early morning traffic also offer breakfast selections. As of December 29, 2019, 
approximately 25% of our shops offered breakfast selections. Our breakfast menu includes made-to-order breakfast sandwiches, steel 
cut oatmeal with toppings and other breakfast items such as bagels and a custom ‘Potbelly blend’ coffee. 


Overall, we believe our menu of high quality food at reasonable prices offers considerable value to our customers. In fiscal 
2019, our system-wide average check was approximately $8.70. 


We believe menu innovation is a way for us to grow our business, responding to consumer trends, listening to customer 
feedback, and understanding customer’s needs. This innovation includes the on-going development of bundling options, craveable 
add-ons, and premium protein sandwiches served toasty warm from our ovens, while continuing to encourage customization and 
personalization by each customer. In 2019 we rolled-out Pick Your Pair and Meal Deal bundling options. 


Food Preparation and Safety 


Food safety is a top priority, and we dedicate substantial resources, including our supply chain and quality assurance teams, to 
help ensure that our customers enjoy safe, quality food products. We have taken various steps to mitigate food safety and quality risks, 
including having personnel focused on this goal together with our supply chain team. We consider food safety and quality assurance 
when selecting our distributors and suppliers. The shops are provided the training, processes and tools to serve safe, wholesome food 
to our customers. Our shops’ practices are validated by third-party food safety reviews, internal safety audits and routine health 
inspections. 


Shop Operations and Management 


We believe having an excellent manager in each shop is a critical factor in achieving continuous excellence in operations. 
Managers hire our employees, help ensure consistent execution of our menu items and strive to achieve specific targets that are 
evaluated on a quarterly basis. We devote significant time and resources to identifying, selecting and training our managers who plan, 
manage and operate their shops and who, along with our employees, provide a positive customer experience to our Potbelly fans. We 
believe our comprehensive processes for developing business leaders, such as our shop managers, are a key factor in driving our 
success. 


Potbelly Operations 


Our operations are structured around the elements of People, Customers, Sales and Profits. During our peak hours of 11:30 a.m. 
to 1:30 p.m., our employees greet our customers and take their orders (in some shops, we take their orders while they wait in line by 
using a proprietary tablet system to communicate with our preparation employees). We focus on effective communication, technology 
and management to provide a quick and seamless experience for our customers. In addition, each shop completes quarterly tactical 
plans designed to help the shop achieve its targets relative to each element. In order to better assess and improve the Potbelly 
experience, we use a Balanced Scorecard that tracks elements such as sales and profitability metrics, employee turnover and customer 
satisfaction. We review overall scores locally, regionally and nationally in order to assess our operational progress and identify areas 
of operational focus. Attaining certain ratings on the Balanced Scorecard allows a shop to be eligible for incentive targets paid 
quarterly and annual merit awards. 


Our People 


We look to attract, hire and retain smart, talented and outgoing people who share and demonstrate our values. We value friendly 
employees who engage with our customers in a genuine way to provide a personalized experience. We believe we make expectations 
and accountabilities clear through our culture training and our Ethics Code of Conduct, which summarizes employee conduct 
guidelines and is required to be reviewed and signed by every employee upon hire and repeated annually. Our culture helps us to 
attract and retain employees and has contributed to our better than industry average turnover rate of 92.1% for the year ended 
December 29, 2019. Employees are further encouraged to perform at their personal best through an ongoing scorecard measuring 
system that is tied directly to a pay for performance compensation program. We believe our sustainable process to hire, train and 
develop our people enables us to deliver a positive customer experience. A typical Potbelly shop consists of one manager, and as 
many as 5 to 14 employees during our peak hours. 


Many of our managers live in the neighborhood in which their shop is located. We believe this allows them to get to know their 
customers, understand the unique character of each neighborhood and form deep roots within the community. The shop manager has 
primary responsibility for the day-to-day operation of the shop and is required to abide by Potbelly’s operating standards. Our 
Management Training Program provides new managers with six to eight weeks of training that emphasizes culture, standards, strategy 
and procedures to prepare them for success, and is followed by on-going, in-shop coaching with their District or Regional manager. 
Our shop managers report to District Managers who typically report to a Regional Manager, and ultimately to our Chief Restaurant 
Operating Officer. In addition, members of senior management visit shops regularly to help ensure that our culture, strategy and 
quality standards are being adhered to in all aspects of our operations. 


Shop managers are responsible for selecting, hiring and training the employees for each new shop. The training period for new 
non-management employees lasts approximately eight weeks and is characterized by on-the-job supervision by an experienced 
employee. Ongoing employee training remains the responsibility of the shop manager, but, as noted above, we provide specific 
training for our employees around The Potbelly Advantage each year. Special emphasis is placed on the safety, consistency and 
quality of food preparation and service, which is monitored through ongoing coaching sessions and meetings with managers. In 
addition, we have other continuing communications with all of our employees on food safety and preparation standards. 


The Potbelly Experience 


We seek to deliver a positive experience for every customer at every opportunity through our tasty food, unique atmosphere and 
outgoing and engaging employees. We seek to staff each shop with experienced teams to ensure consistent and attentive customer 
service. We look to hire employees who are friendly and responsive to the needs of our customers as they assist them in selecting 
menu items complementing individual preferences. We strive to staff appropriately during peak hours to ensure a fast yet personal 
Potbelly experience for each customer, with face-to-face interaction from start to finish. We also provide off-premise services, 
including catering, delivery and pick-up to serve our Potbelly fans. 


We believe the combination of our great food, people and atmosphere allows Potbelly to help people love lunch. 


Restaurant Portfolio 


As of December 29, 2019, we had 474 shops in 32 states and the District of Columbia. Of these, the company operates 428 
shops and franchisees operate 46 shops. 


In 2019, 2018 and 2017, we opened 2, 10, and 34 new company-operated shops, respectively, and expanded into Salt Lake City, 
San Antonio, El Paso, Indianapolis and Oklahoma City. In the near term we will continue to close underperforming shops and limit 
our rate of company-operated shop growth. In 2020, we expect to open approximately four company-operated shops, focusing on 
markets where Potbelly has an established presence. 


With an average new shop investment of approximately $600,000 and average unit volumes of approximately $1 million, which 
represent the average net sandwich shop sales for all shops on an annual basis, we strive to generate average shop-level profit margins, 
a non-GAAP measure, that range from the high teens to above 20%. However, we cannot provide any assurances that we will achieve 
and maintain similar profit margins or cash returns in the future. We are currently defining and testing our “shop of the future” which 
will be designed to reduce our new shop investment and generate strong cash flow, attractive shop-level financial results and high 
returns on investment. 


Site Selection and Expansion 


We consider the location of a shop to be a critical variable in its long-term success and as such, we devote significant effort to 
the investigation and evaluation of potential locations. We seek new shop locations based on specific criteria, such as demographic 
characteristics, daytime population thresholds and traffic patterns, along with the potential visibility of, and accessibility to, the shop. 
New shops are built with only one purpose in mind: to generate cash flow that meets or exceeds those modeled in our return targets. In 
the near term we plan to limit our rate of company-operated shop growth. 


Shop Design 


We strive to create a unique customer experience that delivers a neighborhood feel for each shop. We typically design the 
interior of our shops in-house, utilizing outside architects when necessary. Our design team sources most furnishings and decorations 
for our shops. Each of our shops features vintage décor and shared design elements, such as the use of wood, wallpaper motifs and our 
signature Potbelly stove. Consistent with The Potbelly Advantage, our shops display locally-themed photos and other decorative items 
inspired by the neighborhood. Our shop size averages approximately 2,400 square feet; however, we currently target shop sizes 
between 1,800 and 2,500 square feet for new openings. The dining area of a typical shop can seat anywhere from 40 to 60 people. 
Some of our shops incorporate larger dining areas and outdoor patios. We believe the unique atmosphere creates a lively place where 
friends and family can get together, encourages repeat visits by our customers and drives increased sales. 


Construction 


Construction of a new shop generally takes approximately 50 to 90 days from the date the location is leased or under contract, 
fully permitted and the landlord has delivered the space to Potbelly. Each new shop requires a total cash investment of approximately 
$600,000, but this figure could be materially higher or lower depending on the market, shop size and condition of the premises upon 
landlord delivery. We generally construct shops in third-party leased retail space but also construct free-standing buildings on leased 
properties. In the future, we intend to continue converting existing third-party leased retail space or constructing new shops in the 
majority of circumstances. For additional information regarding our leases, see ““—Properties” in Item 2. 


Franchising 


We look for franchisees who love working with a team and have solid business experience, financial qualifications and personal 
motivation. Our franchise arrangements grant third parties a license to establish and operate a shop using our systems and our 
trademarks. The franchisee pays us for the ideas, strategy, marketing, operating system, training, purchasing power and brand 
recognition. All new U.S. franchisees participate in an eight to twelve-week training program consisting of real life experience in our 
company-operated shops, as well as training at our Potbelly Support Center in Chicago. Franchised shops must be operated in 
compliance with our methods, standards and specifications, regarding menu items, ingredients, materials, supplies, services, fixtures, 
furnishings, décor and signs. Although we do not expect franchise activities to result in significant revenue in the near term, we see the 
expansion of our franchising efforts to be a valuable potential growth opportunity over time. 


Advertising and Marketing 


We believe our shops appeal to a broad base of loyal customers for our great food and fun environment staffed by friendly 
people. With our current marketing strategy we have devoted more resources to marketing. Our methods of marketing and advertising 


promote and maintain the Potbelly brand image and, among other things, generate awareness of shop locations and brand 
differentiation. 


Advertising 


We promote our shops through media in markets in which we have scale. The uses of digital and outdoor media are the most 
common advertising vehicles used in these markets. Additionally, we rely on in-shop materials to communicate and market to our 
customers. 


Digital Marketing 


We have increased our use of digital marketing tools, which enable us to reach a significant number of people in a timely and 
targeted fashion at a fraction of the cost of traditional media. We believe that our customers are frequent internet users and will use 
social media to make dining decisions or to share dining experiences. We have a Facebook page, Instagram and Twitter feed and 
advertise on various social media and other websites. We also use our Potbelly App and Potbelly Perks loyalty program to 
communicate with our customers and personalize offers for them, where they can order ahead, pay with their phone and earn tasty 
treats. 


Sourcing and Supply Chain 


Our supply chain team sources, negotiates and purchases food supplies for our shops. We believe in using safe, high quality 
ingredients while maintaining our value position in the marketplace. We benchmark our products against the competition using 
consumer panels. We contract with Distribution Market Advantage, Inc., or DMA, a cooperative of multiple food distributors located 
throughout the nation. DMA is a broker with whom we negotiate and gain access to third-party food distributors and suppliers. For 
fiscal year 2019, distributors through our DMA arrangement supplied us with approximately 94% of our food supplies through six 
primary distributors: Reinhart FoodService, L.L.C., Ben E. Keith Company, Harbor Foodservice, Shamrock Foods, Gordon Food 
Service and Nicholas & Co. Our remaining food supplies are distributed by other distributors under separate contracts. Our 
distributors deliver inventory to our shops approximately two to three times per week. 


We negotiate pricing and volume terms directly with certain of our suppliers and distributors or through DMA. Our supply chain 
team utilizes a mix of forward pricing protocols for certain items under which we agree with our supplier on fixed prices for deliveries 
at some time in the future, fixed pricing protocols under which we agree on a fixed price with our supplier for the duration of that 
protocol, and formula pricing protocols under which the prices we pay are based on a specified formula related to the prices of the 
goods, such as spot prices. Our use of any forward pricing arrangements varies substantially from time to time and these arrangements 
tend to cover relatively short periods (i.e., typically 12 months or less). 


Currently we have pricing arrangements of varying lengths with our distributors and suppliers, including distributors and 
suppliers of meats, dairy, bread, cookie dough and other products. Meats represent about 28% of our product purchasing composition. 
In fiscal year 2019, more than 95% of our meat products were sourced from 10 suppliers under non-exclusive contracts. We have a 
non-exclusive contract with Campagna-Turano Bakery, Inc. for our signature multigrain bread. Campagna-Turano Bakery, Inc. 
produces bread items in a primary and secondary production facility. We have secondary suppliers in place for many of our significant 
meats, and we believe we would be able to source our meat and bread requirements from different suppliers if doing so became 
necessary. However, changes in the price or availability of certain products may affect the profitability of certain items, our ability to 
maintain existing prices and our ability to purchase sufficient amounts of items to satisfy our customers’ demands. 


Many of our products, ingredients and supplies are currently sourced from multiple suppliers. Additionally, our supply chain 
team has established contingency plans for many key products. For example, manufacturers of certain products maintain alternative 
production facilities capable of satisfying our requirements should the primary facility experience interruptions. For other products, we 
believe we have identified alternate suppliers that could meet our requirements at competitive prices or, in some cases, have identified 
a product match that could be used in our shops. Our supply chain team regularly updates our procurement strategies to include 
contingency plans for new products and ingredients, as well as additional secondary and alternate suppliers. We believe these 
strategies would collectively enable us to obtain sufficient product quantities from other sources at competitive prices without material 
disruption should a current supplier be unable to fulfill its commitment to us. 


Management Information Systems 


Shop-level financial and accounting controls are handled through a point-of-sale computer system and network in each shop that 
communicates with our corporate headquarters. The POS system is also used to authorize and transmit credit card sales transactions 
and to manage the business and control costs, such as labor. Our company-operated shops are connected through data centers and a 
portal to provide our corporate employees with access to business information and tools that allow them to collaborate, communicate, 
train and share information between shops and the corporate office. We believe our systems currently comply with all credit card 
industry security standards for processing of credit and gift cards. 


Competition 


We compete in the restaurant industry, primarily in the limited-service restaurant segment but also with restaurants in the full- 
service restaurant segment, and face significant competition from a wide variety of restaurants, convenience stores and other outlets on 
a national, regional and local level. We also face growing competition from meal delivery kit services. We believe that we compete 
primarily based on product quality, restaurant concept, service, convenience, value perception and price. Our competition continues to 
intensify as competitors increase the breadth and depth of their product offerings and open new units. Additionally, we compete with 
limited-service restaurants, specialty restaurants and other retail concepts for prime shop locations. 


Government Regulation 


We and our franchisees are subject to various federal, state, local and international laws affecting our business. Each of our 
shops is subject to licensing and regulation by a number of governmental authorities, which may include, among others, health and 
safety, nutritional menu labeling, health care, environmental and fire agencies in the state, municipality or country in which the shop is 
located. Difficulty in obtaining or failing to obtain the required licenses or approvals could delay or prevent the development of a new 
shop in a particular area. Additionally, difficulties or inabilities to retain or renew licenses, or increased compliance costs due to 
changed regulations, could adversely affect operations at existing shops. 


Our shop operations are also subject to federal and state labor laws, including the U.S. Fair Labor Standards Act and the U.S. 
Immigration Reform and Control Act of 1986, governing such matters as minimum wages, overtime and worker conditions. 
Significant numbers of our food service and preparation personnel are paid at rates related to the applicable minimum wage, and 
further increases in the minimum wage or other changes in these laws could increase our labor costs. Our ability to respond to 
minimum wage increases by increasing menu prices will depend on the responses of our competitors and customers. Our distributors 
and suppliers also may be affected by higher minimum wage and benefit standards, which could result in higher costs for goods and 
services supplied to us. 


We and our franchisees may also be subject to lawsuits from our employees, the U.S. Equal Employment Opportunity 
Commission or others alleging violations of federal and state laws regarding workplace and employment matters, discrimination and 
similar matters. 


The Patient Protection and Affordable Care Act of 2010 (the “PPACA”) enacted in March 2010 requires chain restaurants with 
20 or more locations in the United States to comply with federal nutritional disclosure requirements. The FDA issued final regulations 
with regard to restaurant menu labeling that became effective May 7, 2018. A number of states, counties and cities have also enacted 
menu labeling laws requiring multi-unit restaurant operators to disclose additional nutritional information to customers, or have 
enacted legislation restricting the use of certain types of ingredients in restaurants. While our ability to adapt to consumer preferences 
is a strength of our concepts, the effect of such labeling requirements on consumer choices, if any, is unclear at this time. 


We and our franchisees are subject to the Americans with Disabilities Act (the “ADA”), which, among other things, requires our 
shops to meet federally mandated requirements for the disabled. The ADA prohibits discrimination in employment and public 
accommodations on the basis of disability. Under the ADA, we and our franchisees could be required to expend funds to modify our 
shops to provide service to, or make reasonable accommodations for the employment of, disabled persons. In addition, our 
employment practices are subject to the requirements of the Immigration and Naturalization Service relating to citizenship and 
residency. Government regulations could affect and change the items we procure for resale. We and our franchisees may also become 
subject to legislation or regulation seeking to tax and/or regulate sugary beverages and high-fat and high-sodium foods, which could 
be costly to comply with. Our results can be impacted by tax legislation and regulation in the jurisdictions in which we operate and by 
accounting standards or pronouncements. 


We and our franchisees are also subject to laws and regulations relating to information security, privacy, cashless payments, gift 
cards and consumer credit, protection and fraud, and any failure or perceived failure to comply with these laws and regulations could 
harm our reputation or lead to litigation, which could adversely affect our financial condition. 
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Our franchising activities are subject to the rules and regulations of the Federal Trade Commission (“FTC”) and various state 
laws regulating the offer and sale of franchises. The FTC’s franchise rule and various state laws require that we furnish a franchise 
disclosure document (“FDD”) containing certain information to prospective franchisees and a number of states require registration of 
the FDD with state authorities. Substantive state laws that regulate the franchisor-franchisee relationship exist in a substantial number 
of states, and bills have been introduced in Congress from time to time that would provide for federal regulation of the franchisor- 
franchisee relationship. The state laws often limit, among other things, the duration and scope of non-competition provisions, the 
ability of a franchisor to terminate or refuse to renew a franchise and the ability of a franchisor to designate sources of supply. We 
believe that our FDD, together with any applicable state versions or supplements, and franchising procedures comply in all material 
respects with both the FTC franchise rule and all applicable state laws regulating franchising in those states in which we have offered 
franchises. 


See “Risk Factors” in Item 1A for a discussion of risks relating to federal, state, local and international regulation of our 
business. 


Seasonality 


Our business is subject to seasonal fluctuations. Historically, customer spending patterns for our established shops are lowest in 
the first quarter of the year due to holidays, consumer habits and adverse weather. Our quarterly results have been and will continue to 
be affected by the timing of new shop openings and their associated pre-opening costs. As a result of these and other factors, our 
financial results for any quarter may not be indicative of the results that may be achieved for a full fiscal year. 


Employees 


As of December 29, 2019, we employed approximately 6,000 persons, of which approximately 200 are corporate personnel, 600 
are shop management personnel and the remainder are hourly shop personnel. 


Intellectual Property and Trademarks 


We regard our “Potbelly” and “Potbelly Sandwich Works” trademarks as having significant value and as being important factors 
in the marketing of our shops. We have also obtained trademarks for several of our other menu items, such as “A Wreck,” and for 
various advertising slogans, including “Good Vibes, Great Sandwiches,” “Feed Your Smile” and “A First Class Dive.” We are aware 
of names and marks similar to the trademarks of ours used by other persons in certain geographic areas in which we have shops. 
However, we believe such uses will not adversely affect us. Our policy is to pursue registration of our intellectual property whenever 
possible and to oppose vigorously any infringement thereof. 


We license the use of our registered trademarks to franchisees through franchise arrangements. The franchise arrangements 
restrict franchisees’ activities with respect to the use of our trademarks and impose quality control standards in connection with goods 
and services offered in connection with the trademarks. 


Available Information 


We were incorporated in Delaware in June 2001 as Potbelly Sandwich Works, Inc. and changed our name to Potbelly 
Corporation in 2002. Our principal offices are located at 111 North Canal Street, Suite 850, Chicago, Illinois 60606 and our telephone 
number is (312) 951-0600. We maintain a website with the address www.potbelly.com. On our website, we make available at no 
charge our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, all amendments to those 
reports, and our proxy statement, as soon as reasonably practicable after these materials are filed with or furnished to the SEC. The 
SEC also maintains a website (www.sec.gov) that contains reports, proxy and information statements and other information regarding 
issuers that file electronically with the SEC. The contents of our website are not incorporated by reference into this Form 10-K. 
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ITEM 1A. RISK FACTORS 


You should carefully consider the following factors, which could materially affect our business, financial condition or results of 
operations. You should read these Risk Factors in conjunction with “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations” in Item 7 and our consolidated financial statements and the related notes to those statements included in 
Item 8. 


Risks Related to Our Business and Industry 


We face significant competition for customers and our inability to compete effectively may affect our traffic, sales and shop-level 
profit margins, which could adversely affect our business, financial condition and results of operations. 


The restaurant industry is intensely competitive with many well-established companies that compete directly and indirectly with 
us with respect to food safety and quality, ambience, service, price and value and location. We compete in the restaurant industry with 
national, regional and locally-owned limited-service restaurants and full-service restaurants. Some of our competitors have 
significantly greater financial, marketing, personnel and other resources than we do, and many of our competitors are well established 
in markets in which we have existing shops or intend to locate new shops. In addition, many of our competitors have greater name 
recognition nationally or in some of the local markets in which we have shops. Any inability to successfully compete with the 
restaurants in our markets will place downward pressure on our customer traffic and may prevent us from increasing or sustaining our 
revenues and profitability. Consumer tastes, nutritional and dietary trends, traffic patterns and the type, number and location of 
competing restaurants often affect the restaurant business, and our competitors may react more efficiently and effectively to those 
conditions. Further, we face growing competition from the supermarket industry, with the improvement of their “convenient meals” in 
the deli section, and from limited-service and fast casual restaurants, as a result of higher-quality food and beverage offerings by those 
restaurants. Meal kit delivery companies and other eat-at-home options also present some degree of competition for our shops. In 
addition, some of our competitors have in the past implemented programs which provide price discounts on certain menu offerings, 
and they may continue to do so in the future. If we are unable to continue to compete effectively, our traffic, sales and shop-level 
profit margins could decline and our business, financial condition and results of operations would be adversely affected. 


Economic conditions in the United States could materially affect our business, financial condition and results of operations. 


The restaurant industry depends on consumer discretionary spending. During periods of economic downturn, continuing 
disruptions in the overall economy, including the impacts of high unemployment and financial market volatility and unpredictability, 
may cause a related reduction in consumer confidence, which could negatively affect customer traffic and sales throughout our 
industry. These factors, as well as national, regional and local regulatory and economic conditions, gasoline prices and disposable 
consumer income affect discretionary consumer spending. If economic conditions worsen and our customers choose to dine out less 
frequently or reduce the amount they spend on meals while dining out, customer traffic could be adversely impacted. If negative 
economic conditions persist for a long period of time or become pervasive, consumer changes to their discretionary spending 
behavior, including the frequency with which they dine out, could be more permanent. The U.S. economy is likely to be affected by 
many national and international factors that are beyond our control. If sales decrease, our profitability could decline as we spread fixed 
costs across a lower level of sales. Prolonged negative trends in shop sales could cause us to, among other things, reduce the number 
and frequency of new shop openings, close shops or delay remodeling of our existing shops or take asset impairment charges. 


Our inability to successfully implement our business strategy could negatively impact our business and future profitability and 
growth. 


We strive to grow profitability and create value for our stockholders through a strategy of continued excellence in shop-level 
execution, building company-operated shops in both new and existing markets, increasing brand awareness and expansion of our 
franchising efforts. There are however, risks associated with identifying, opening and operating new shops, increased costs in 
branding marketing, and signing new franchisees, and if we do not successfully implement our business strategy, it could negatively 
impact our business and our future profitability and growth. 


Our initiatives to increase sales and traffic, including menu optimization, off-premise sales options and increased marketing and 
brand awareness programs may not positively affect sales or improve our results of operations. 


In 2019, we launched initiatives to increase our sales and traffic, which included rolling out Pick Your Pair and Meal Deal 
options, adding off-premise sales options, and increasing marketing and brand awareness programs. We cannot assure you that we will 
be able to successfully implement our initiatives. Further, our ability to achieve the anticipated benefits of these initiatives within 
expected timeframes is subject to many estimates and assumptions, which are, in turn, subject to significant economic, competitive 
and other uncertainties, some of which are beyond our control. There is no assurance that we will successfully implement, or fully 
realize the anticipated positive impact of, our initiatives, or execute successfully on strategy, in the expected timeframes or at all. In 
addition, there can be no assurance that our efforts, if properly executed, will result in our desired outcome of improved financial 
performance. 
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Increased commodity, energy and other costs could decrease our shop-level profit margins or cause us to limit or otherwise modify 
our menus, which could adversely affect our business. 


Our profitability depends in part on our ability to anticipate and react to changes in the price and availability of food 
commodities, including among other things beef, poultry, grains, dairy and produce. Prices may be affected due to market changes, 
increased competition, the general risk of inflation, shortages or interruptions in supply due to weather, disease or other conditions 
beyond our control, or other reasons. Other events could increase commodity prices or cause shortages that could affect the cost and 
quality of the items we buy or require us to further raise prices or limit our menu options. These events, combined with other more 
general economic and demographic conditions, could impact our pricing and negatively affect our sales and shop-level profit margins. 
We enter into certain forward pricing arrangements with our suppliers from time to time, which may result in fixed or formula-based 
pricing with respect to certain food products. See “Quantitative and Qualitative Disclosures about Market Risk—Commodity Price 
Risk” in Item 7A. However, these arrangements generally are relatively short in duration and may provide only limited protection 
from price changes, and the extent to which we use these arrangements varies substantially from time to time. In addition, the use of 
these arrangements may limit our ability to benefit from favorable price movements. 


Our profitability is also adversely affected by increases in the price of utilities, such as natural gas, whether as a result of 
inflation, shortages or interruptions in supply, or otherwise. Our profitability is also affected by the costs of insurance, labor, 
marketing, taxes and real estate, all of which could increase due to inflation, changes in laws, competition or other events beyond our 
control. Our ability to respond to increased costs by increasing menu prices or by implementing alternative processes or products will 
depend on our ability to anticipate and react to such increases and other more general economic and demographic conditions, as well 
as the responses of our competitors and customers. All of these things may be difficult to predict and beyond our control. In this 
manner, increased costs could adversely affect our performance. 


Our inability to identify qualified individuals for our workforce could slow our growth and adversely impact our ability to operate 
our shops. 


Our success depends in part upon our ability to attract, motivate and retain a sufficient number of qualified managers and 
associates to meet the needs of our existing shops and to staff new shops. A sufficient number of qualified individuals to fill these 
positions may be in short supply in some communities. Competition in these communities for qualified staff and significant 
improvement in regional or national economic conditions could increase the difficulty of attracting and retaining qualified individuals 
and could result in the need to pay higher wages and provide greater benefits. We place a heavy emphasis on the qualification and 
training of our personnel and spend a significant amount of time and money on training our employees. Any inability to recruit and 
retain qualified individuals may result in higher turnover and increased labor costs could compromise the quality of our service. Any 
such inability could also delay the planned openings of new shops and could adversely impact our existing shops. Any such inability 
to retain or recruit qualified employees, increased costs of attracting qualified employees or delays in shop openings could adversely 
affect our business and results of operations. 


Our business operations and future development could be significantly disrupted if we lose key members of our management team. 


The success of our business continues to depend to a significant degree upon the continued contributions of our senior officers 
and key employees, both individually and as a group. Our future performance will be substantially dependent on our ability to retain 
and motivate key members of our senior leadership team. We currently have employment agreements in place with all of the members 
of our senior leadership team. The loss of the services of any of these executive officers or other key employees could have a material 
adverse effect on our business and plans for future development. In addition, we may have difficulty finding appropriate replacements 
and our business could suffer. We also do not maintain any key man life insurance policies for any of our employees. 


Food safety and food-borne illness concerns may have an adverse effect on our business by reducing demand and increasing costs. 


Food safety is a top priority, and we dedicate substantial resources to help ensure that our customers enjoy safe, quality food 
products. However, food-borne illnesses and food safety issues have occurred in the food industry in the past, and could occur in the 
future. Any report or publicity linking us to instances of food-borne illness or other food safety issues, including food tampering or 
contamination, could adversely affect our brand and reputation as well as our revenues and profits. In addition, instances of food- 
borne illness, food tampering or food contamination occurring solely at restaurants of our competitors could result in negative 
publicity about the food service industry generally and adversely impact our sales. 


Furthermore, our reliance on external food suppliers and distributors increases the risk that food-borne illness incidents could be 
caused by factors outside of our control and that multiple locations would be affected rather than a single shop. We cannot assure that 
all food items are properly maintained during transport throughout the supply chain and that our employees will identify all products 
that may be spoiled or contaminated and should not be used in our shops. If our customers become ill from food-borne illnesses, we 
could be forced to temporarily close some shops. Furthermore, any instances of food contamination, whether or not at our shops, could 
subject us or our suppliers to a food advisory, recall or withdrawal pursuant to the Food Safety Modernization Act (FSMA). 
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Identifying, opening and operating new shops entails numerous risks and uncertainties. 


Our shop model is designed to generate strong cash flow, attractive shop-level financial results and high returns on investment. 
Our current strategy is to close underperforming shops and continue with our limited rate of company-operated shop growth. We may 
not be able to open our planned new shops on a timely basis, if at all, given the uncertainty of numerous factors, including the location 
of our current shops, demographics and traffic patterns. In the past, we have experienced delays in opening some shops and that could 
happen again. Delays or failures in opening new restaurants could adversely affect our business and results of operations. 


The number and timing of new shops opened during any given period may be negatively impacted by a number of factors 
including, without limitation: 


° the identification and availability of attractive sites for new shops and the ability to negotiate suitable lease terms; 
° anticipated commercial, residential and infrastructure development near our new shops; 

° the proximity of potential sites to an existing shop; 

° the cost and availability of capital to fund construction costs and pre-opening expenses; 

e our ability to control construction and development costs of new shops; 

° recruitment and training of qualified operating personnel in the local market; 

° our ability to obtain all required governmental permits, including zoning approvals, on a timely basis; 

° competition in new markets, including competition for appropriate sites; 

° unanticipated increases in costs, any of which could give rise to delays or cost overruns; and 

° avoiding the impact of inclement weather, natural disasters and other calamities. 


If we are unable to expand in existing markets or penetrate new markets, our ability to increase our revenues and profitability 
may be harmed. 


Our expansion into new markets may present increased risks. 


In the past, we have opened shops in markets where we have little or no operating experience. Shops we open in new markets 
may take longer to reach expected sales and profit levels on a consistent basis and may have higher construction, occupancy or 
operating costs than shops we open in existing markets, thereby affecting our overall profitability. New markets may have competitive 
conditions, consumer tastes and discretionary spending patterns that are more difficult to predict or satisfy than our existing markets. 
We may need to make greater investments than we originally planned in advertising and promotional activity in new markets to build 
brand awareness. We may find it more difficult in new markets to hire, motivate and keep qualified employees who share our values. 
We may also incur higher costs from entering new markets if, for example, we assign area managers to manage comparatively fewer 
shops than we assign in more developed markets. As a result, these new shops may be less successful or may achieve target shop-level 
profit margins at a slower rate. If we do not successfully execute our plans to enter new markets, our business, financial condition or 
results of operations could be adversely affected. 


New shops, once opened, may not be profitable, and the results that we have experienced in the past may not be indicative of future 
results. 


Our results have been, and in the future may continue to be, significantly impacted by the timing of new shop openings (often 
dictated by factors outside of our control), including associated shop pre-opening costs and operating inefficiencies, as well as changes 
in our geographic concentration due to the opening of new shops. We typically incur the most significant portion of pre-opening 
expenses associated with a given shop within the five months immediately preceding and the month of the opening of the shop. Our 
experience has been that labor and operating costs associated with a newly opened shop for the first several months of operation are 
materially greater than what can be expected after that time, both in aggregate dollars and as a percentage of revenues. Our new shops 
commonly take 10 to 13 weeks to reach planned operating levels due to inefficiencies typically associated with new shops, including 
the training of new personnel, lack of market awareness, inability to hire sufficient qualified staff and other factors. We may incur 
additional costs in new markets, particularly for transportation, distribution and training of new personnel, which may impact the 
profitability of those shops. Accordingly, the volume and timing of new shop openings may have a meaningful impact on our 
profitability. 


Although we target specified operating and financial metrics, new shops may not meet these targets or may take longer than 
anticipated to do so. Any new shops we open may not be profitable or achieve operating results similar to those of our existing shops. 
If our new shops do not perform as planned, our business and future prospects could be harmed. In addition, if we are unable to 
achieve our expected comparable store sales, our business, financial condition or results of operations could be adversely affected. 
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Our sales and profit growth could be adversely affected if comparable store sales are less than we expect. 


The level of comparable store sales, which represent the change in year-over-year sales for company-operated shops open for 15 
months or longer, will affect our sales growth and will continue to be a critical factor affecting profit growth. Our ability to increase 
comparable store sales depends in part on our ability to successfully implement our initiatives to build sales. It is possible such 
initiatives will not be successful, that we will not achieve our target comparable store sales growth or that the change in comparable 
store sales could be negative, which may cause a decrease in sales and profit growth that would adversely affect our business, 
financial condition or results of operations. 


Our failure to manage our growth effectively could harm our business and operating results. 


Our growth plan includes a combination of new shops and increasing same store sales. Our existing management systems, 
financial and management controls and information systems may not be adequate to support our planned expansion. Our ability to 
manage our growth effectively will require us to continue to enhance these systems, procedures and controls and to locate, hire, train 
and retain management and operating personnel. We may not be able to respond on a timely basis to all of the changing demands that 
our planned expansion will impose on management and on our existing infrastructure, or be able to hire or retain the necessary 
management and operating personnel, which could harm our business, financial condition or results of operations. 


Opening new shops in existing markets may negatively affect sales at our existing shops. 


The consumer target area of our shops varies by location, depending on a number of factors, including population density, other 
local retail and business attractions, area demographics and geography. As a result, the opening of a new shop in or near markets in 
which we already have shops could adversely affect the sales of those existing shops. Existing shops could also make it more difficult 
to build our consumer base for a new shop in the same market. Our business strategy does not entail opening new shops that we 
believe will materially affect sales at our existing shops, but we may selectively open new shops in and around areas of existing shops 
that are operating at or near capacity to effectively serve our customers. Sales cannibalization between our shops may become 
significant in the future as we continue to expand our operations and could affect our sales growth, which could, in turn, adversely 
affect our business, financial condition or results of operations. 


We are subject to risks associated with leasing property subject to long-term non-cancelable leases, and the costs of exiting leases 
at shops we have closed or may close in the future may be greater than we estimate. 


We do not own any real property and all of our company-owned shops are located in leased premises. The leases for our shop 
locations generally have initial terms of ten years and typically provide for two renewal options in five-year increments as well as for 
rent escalations. Generally, our leases are net leases that require us to pay our share of the costs of real estate taxes, utilities, building 
operating expenses, insurance and other charges in addition to rent. We generally cannot cancel these leases. Additional sites that we 
lease are likely to be subject to similar long-term non-cancelable leases. If we close a shop, we nonetheless may be obligated to 
perform our monetary obligations under the applicable lease, including, among other things, payment of the base rent for the balance 
of the lease term. In addition, as each of our leases expire, we may fail to negotiate renewals, either on commercially acceptable terms 
or at all, which could cause us to close shops in desirable locations. See “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations—Results of Operations—Fiscal year 2019 (52 Weeks) Compared to Fiscal year 2018 (52 
Weeks)—Revenues” in Item 7. 


We may sublease or assign properties and face future liability if subtenants or assignees default or incur contingent liabilities. 


For the underperforming shops we have closed, we have negotiated lease termination agreements on terms that are acceptable to 
us for a majority of them. However, in some cases we may seek to either assign leases and retain contingent liability for rent and other 
lease obligations or to retain the tenant’s obligations under the lease and sublease the shop premises to a third party. But we may be 
unable to enter into such arrangements on acceptable terms and even if we do such arrangements may result in our incurring liabilities 
and expenses in future periods or the rent payments we receive from subtenants being less than our rent obligations under the leases. 
Under these circumstances, we would be responsible for any shortfall. 


Damage to our reputation or lack of acceptance of our brand in existing or new markets could negatively impact our business, 
financial condition and results of operations. 


We believe we have built our reputation on the high quality of our food, service and staff, as well as on our unique culture and 
the ambience in our shops, and we must protect and grow the value of our brand to continue to be successful in the future. Any 
incident that erodes consumer affinity for our brand could significantly reduce its value and damage our business. For example, our 
brand value could suffer and our business could be adversely affected if customers perceive a reduction in the quality of our food, 
service or staff, or an adverse change in our culture or ambience, or otherwise believe we have failed to deliver a consistently positive 
experience. 
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We may be adversely affected by news reports or other negative publicity (regardless of their accuracy), regarding food quality 
issues, public health concerns, illness, safety, injury or government or industry findings concerning our shops, restaurants operated by 
other foodservice providers, or others across the food industry supply chain. The risks associated with such negative publicity cannot 
be completely eliminated or mitigated and may materially harm our results of operations and result in damage to our brand. 


Also, there has been a marked increase in the use of social media platforms, including blogs, social media websites and other 
forms of Internet-based communications which allows individual access to a broad audience of consumers and other interested 
persons. The availability of information on social media platforms is virtually immediate as is its impact. Many social media platforms 
immediately publish the content their subscribers and participants can post, often without filters or checks on accuracy of the content 
posted. The opportunity for dissemination of information, including inaccurate information, is seemingly limitless and readily 
available. Information concerning our company may be posted on such platforms at any time. Information posted may be adverse to 
our interests or may be inaccurate, each of which may harm our performance, prospects or business. The harm may be immediate 
without affording us an opportunity for redress or correction. Such platforms also could be used for dissemination of trade secret 
information, compromising valuable company assets. In sum, the dissemination of information online could harm our business, 
prospects, financial condition and results of operations, regardless of the information’s accuracy. 


Our marketing programs may not be successful. 


In 2018, we hired a new Chief Marketing Officer and introduced new promotional activities and media strategies. We intend to 
continue to invest in marketing efforts that we believe will attract and retain customers. These initiatives may not be successful, 
resulting in expenses incurred without the benefit of higher revenues. Additionally, if these initiatives are not successful, we may 
engage in additional promotional activities to attract and retain customers, including buy-one get-one offers and other offers for free or 
discounted food, and any such additional promotional activities could adversely impact our results of operations. 


We also plan to continue to emphasize mobile and other digital ordering, delivery and pick-up orders, and catering. These 
efforts may not succeed to the degree we expect, or may result in unexpected operational challenges that adversely impact our costs. 
We may also seek to introduce new menu items that may not generate the level of sales we expect. Additionally, some of our 
competitors have greater financial resources, which enable them to spend significantly more on marketing and advertising than we are 
able to. Should our competitors increase spending on marketing and advertising or our marketing funds decrease for any reason, or 
should our advertising and promotions be less effective than our competitors, there could be a material adverse effect on our results of 
operations and financial condition. 


Our business is subject to seasonal fluctuations. 


Historically, customer spending patterns for our established shops are lowest in the first quarter of the year due to holidays, 
consumer habits and adverse weather. Our quarterly results have been and will continue to be affected by the timing of new shop 
openings and their associated pre-opening costs. As a result of these and other factors, our financial results for any quarter may not be 
indicative of the results that may be achieved for a full fiscal year. 


Because many of our shops are concentrated in local or regional areas, we are susceptible to economic and other trends and 
developments, including adverse weather conditions, in these areas. 


Our financial performance is highly dependent on shops located in Illinois, Texas, Michigan, Maryland, Washington, D.C. and 
Virginia, which comprised approximately 67% of our total domestic shops as of December 29, 2019. Shops located in the Chicago 
metropolitan area comprised approximately 25% of our total domestic shops as of such date. As a result, adverse economic conditions 
in any of these areas could have a material adverse effect on our overall results of operations. In addition, given our geographic 
concentrations, negative publicity regarding any of our shops in these areas could have a material adverse effect on our business and 
operations, as could other regional occurrences such as local strikes, terrorist attacks, increases in energy prices, or natural or man- 
made disasters. 


In particular, adverse weather conditions, such as regional winter storms, floods, severe thunderstorms and hurricanes, could 


negatively impact our results of operations. Temporary or prolonged shop closures may occur and customer traffic may decline due to 
the actual or perceived effects of future weather related events. 
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Our digital business, which has become an increasingly significant part of our business, is subject to risks. 


In 2019, we launched a refreshed catering website and announced delivery partnerships with third-party delivery services to 
accommodate the growth of our digital business. If we do not continue to grow our digital business, it may be difficult for us to 
achieve our planned sales growth. We rely on some third-party delivery services to fulfill delivery orders, and the ordering and 
payment platforms used by these third-parties, or our mobile app or online ordering system, could be interrupted by technological 
failures, user errors, cyber-attacks or other factors, which could adversely impact sales through these channels and negatively impact 
our reputation. Additionally, our delivery partners are responsible for order fulfillment and errors or failures to make timely deliveries 
could cause guests to stop ordering from us. The third-party restaurant delivery business is intensely competitive, with a number of 
players competing for market share, online traffic capital, and delivery drivers. If the third-party delivery services that we utilize cease 
or curtail operations, increase their fees, or give greater priority or promotions on their platforms to our competitors, our delivery 
business and our sales may be negatively impacted. 


Legislation and regulations requiring the display and provision of nutritional information for our menu offerings, and new 
information or attitudes regarding diet and health or adverse opinions about the health effects of consuming our menu offerings, 
could affect consumer preferences and negatively impact our results of operations. 


Government regulation and changes in consumer eating habits resulting from shifting attitudes regarding diet and health or new 
information regarding changes in the health effects of consuming our menu offerings may impact our business. These changes have 
resulted in, and may continue to result in, the enactment of laws and regulations that impact the ingredients and nutritional content of 
our menu offerings, or laws and regulations requiring us to disclose the nutritional content of our food offerings. 


For example, PPACA establishes a uniform, federal requirement for certain restaurants to post certain nutritional information on 
their menus. Specifically, the PPACA amended the Federal Food, Drug and Cosmetic Act to require chain restaurants with 20 or more 
locations operating under the same name and offering substantially the same menus to publish the total number of calories of standard 
menu items on menus and menu boards, along with a statement that puts this calorie information in the context of a total daily calorie 
intake. The PPACA also requires covered restaurants to provide to consumers, upon request, a written summary of detailed nutritional 
information for each standard menu item, and to provide a statement on menus and menu boards about the availability of this 
information. In addition, a number of states, counties, and cities have enacted menu labeling laws imposing requirements for 
additional menu disclosure, such as sodium content. An unfavorable report on, or reaction to, our menu ingredients, the size of our 
portions or the nutritional content of our menu items could negatively influence the demand for our offerings. 


Compliance with current and future laws and regulations regarding the ingredients and nutritional content of our menu items 
may be costly and time-consuming. Additionally, if consumer health regulations or consumer eating habits change significantly, we 
may be required to modify or discontinue certain menu items, and we may experience higher costs associated with the implementation 
of those changes. Additionally, some government authorities are increasing regulations regarding trans-fats and sodium, which may 
require us to limit or eliminate trans-fats and sodium from our menu offerings or switch to higher cost ingredients or may hinder our 
ability to operate in certain markets. If we fail to comply with these laws or regulations, our business could experience a material 
adverse effect. 


We cannot make any assurances regarding our ability to effectively respond to changes in consumer health perceptions or our 
ability to successfully implement the nutrient content disclosure requirements and to adapt our menu offerings to trends in eating 
habits. The imposition of menu-labeling laws could have an adverse effect on our results of operations and financial position, as well 
as the restaurant industry in general. 


We are subject to many federal, state and local laws with which compliance is both costly and complex. 


The restaurant industry is subject to extensive federal, state and local laws and regulations, including those relating to building 
and zoning requirements and those relating to the preparation and sale of food. The development and operation of restaurants depend 
to a significant extent on the selection and acquisition of suitable sites, which are subject to zoning, land use, environmental, traffic 
and other regulations and requirements. We are also subject to licensing and regulation by state and local authorities relating to health, 
sanitation, safety and fire standards. 


We are subject to federal and state laws governing our relationships with employees (including the Fair Labor Standards Act of 
1938, the Immigration Reform and Control Act of 1986, and applicable requirements concerning the minimum wage, overtime, family 
leave, working conditions, safety standards, immigration status, unemployment tax rates, workers’ compensation rates and state and 
local payroll taxes) and federal and state laws which prohibit discrimination. As significant numbers of our associates are paid at rates 
related to the applicable minimum wage, further increases in the minimum wage or other changes in these laws could increase our 
labor costs. Our ability to respond to minimum wage increases by increasing menu prices will depend on the responses of our 
competitors and customers. 
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We are subject to the ADA, which, among other things, requires our shops to meet federally mandated requirements for the 
disabled. The ADA prohibits discrimination in employment and public accommodations on the basis of disability. Under the ADA, we 
could be required to expend funds to modify our shops to provide service to, or make reasonable accommodations for the employment 
of, disabled persons. In addition, our employment practices are subject to the requirements of the Immigration and Naturalization 
Service relating to citizenship and residency. Government regulations could also affect and change the items we procure for resale 
such as commodities. 


In addition, our domestic franchising activities are subject to laws enacted by a number of states, rules and regulations 
promulgated by the U.S. Federal Trade Commission and certain rules and requirements regulating franchising activities in foreign 
countries. Failure to comply with new or existing franchise laws, rules and regulations in any jurisdiction or to obtain required 
government approvals could negatively affect our franchise sales and our relationships with our franchisees. 


The impact of current laws and regulations, the effect of future changes in laws or regulations that impose additional 
requirements and the consequences of litigation relating to current or future laws and regulations, or our inability to respond 
effectively to significant regulatory or public policy issues, could increase our compliance and other costs of doing business and, 
therefore, have an adverse effect on our results of operations. Failure to comply with the laws and regulatory requirements of federal, 
state and local authorities could result in, among other things, revocation of required licenses, administrative enforcement actions, 
fines and civil and criminal liability. In addition, certain laws, including the ADA, could require us to expend significant funds to 
make modifications to our shops if we failed to comply with applicable standards. Compliance with all of these laws and regulations 
can be costly and can increase our exposure to litigation or governmental investigations or proceedings. 


Failure to obtain and maintain required licenses and permits or to comply with food control regulations could lead to the loss of 
our food service licenses and, thereby, harm our business. 


Restaurants are required under various federal, state and local government regulations to obtain and maintain licenses, permits 
and approvals to operate their businesses and such regulations are subject to change from time to time. The failure to obtain and 
maintain these licenses, permits and approvals could adversely affect our operating results. Typically, licenses must be renewed 
annually and may be revoked, suspended or denied renewal for cause at any time if governmental authorities determine that our 
conduct violates applicable regulations. Difficulties or failure to maintain or obtain the required licenses and approvals could 
adversely affect our existing shops and delay or result in our decision to cancel the opening of new shops, which would adversely 
affect our business. 


Shortages or interruptions in the supply or delivery of fresh food products could adversely affect our operating results. 


We are dependent on frequent deliveries of fresh food products that meet our specifications. Shortages or interruptions in the 
supply of fresh food products caused by problems in production or distribution, inclement weather, unanticipated demand or other 
conditions could adversely affect the availability, quality and cost of ingredients, which would adversely affect our operating results. 


We have a limited number of suppliers for our major products and rely on a distribution network with a limited number of 
distribution partners for the majority of our national distribution program in the U.S. If our suppliers or distributors are unable to 
fulfill their obligations under their contracts, it could harm our operations. 


We have a limited number of suppliers for our major products, such as bread. In 2019, we purchased almost all of our bread 
from one supplier, Campagna-Turano Bakery, Inc., and more than 95% of our meat products from ten suppliers. In addition, we 
contract with a distribution network with a limited number of distribution partners located throughout the nation to provide the 
majority of our food distribution services in the U.S. Through our arrangement, our food supplies are largely distributed through six 
primary distributors. Although we believe that alternative supply and distribution sources are available, there can be no assurance that 
we will be able to identify or negotiate with such sources on terms that are commercially reasonable to us. If our suppliers or 
distributors are unable to fulfill their obligations under their contracts or we are unable to identify alternative sources, we could 
encounter supply shortages and incur higher costs. See ““Business—Sourcing and Supply Chain” in Item 1. 


Information technology system failures or breaches of our network security could interrupt our operations and adversely affect our 
business. 


We rely on our computer systems and network infrastructure across our operations, including point-of-sale processing at our 
shops. In addition, we are increasingly relying on cloud computing and other technologies that result in third parties holding customer 
information on our behalf. Our operations depend upon our and our third party vendors’ ability to protect our computer equipment and 
systems against damage from physical theft, fire, power loss, telecommunications failure or other catastrophic events, as well as from 
internal and external security breaches, viruses and other disruptive problems. Any damage or failure of our computer systems or 
network infrastructure that causes an interruption in our operations could have a material adverse effect on our business and subject us 
to litigation or actions by regulatory authorities. In addition, an increasing number of transactions are processed through our mobile 
application. Disruptions, failures or other performance issues with such customer facing technology systems could impair the benefits 
such systems provide to our business and negatively impact our relationship with our customers. 
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Security breaches of confidential customer information in connection with our electronic processing of credit and debit card 
transactions may adversely affect our business. 


The majority of our sales are by credit or debit cards. Other restaurants and retailers have experienced security breaches in 
which credit and debit card information of their customers has been stolen. We may in the future become subject to lawsuits or other 
proceedings for purportedly fraudulent transactions arising out of the actual or alleged theft of our customers’ credit or debit card 
information. Most states have also enacted legislation requiring notification of security breaches involving personal information, 
including credit and debit card information. Additionally, the California Privacy Act of 2018 (“CCPA”), which became effective on 
January 1, 2020, provides a new private right of action for data breaches and requires companies that process information on 
California residents to make new disclosures to consumers about their data collection, use and sharing practices and allow consumers 
to opt out of certain data sharing with third parties. Any such claim or proceeding, or any adverse publicity resulting from these 
allegations, may have a material adverse effect on our business. 


We maintain disclosure controls and procedures to ensure we will timely and sufficiently notify our investors of material 
cybersecurity risks and incidents, including the associated financial, legal or reputational consequences of such an event. In addition, 
we maintain policies and procedures to prevent directors, senior officers and other corporate insiders from trading stock after being 
made aware of a material cybersecurity incident and to control the distribution of information about cybersecurity events that could 
constitute material nonpublic information about Potbelly; however, we cannot be certain that a corporate insider who becomes aware 
of a material cybersecurity incident does not undertake to buy or sell Potbelly stock before information about the incident becomes 
publicly available. 


Changes to estimates related to our property, right-of-use assets for operating leases and equipment or operating results that are 
lower than our current estimates at certain shop locations may cause us to incur impairment charges on certain long-lived assets, 
which may adversely affect our results of operations. 


In accordance with accounting guidance as it relates to the impairment of long-lived assets, we make certain estimates and 
projections with regard to individual shop operations, as well as our overall performance, in connection with our impairment analyses 
for long-lived assets. When impairment triggers are deemed to exist for any location, the estimated forecasted shop cash flows are 
compared to its carrying value. If the carrying value exceeds the estimated forecasted shop cash flows, an impairment charge is 
recognized as the amount by which the carrying amount of the asset exceeds the fair value of the asset group. The projections of future 
cash flows used in these analyses require the use of judgment and a number of estimates and projections of future operating results. If 
actual results differ from our estimates, additional charges for asset impairments may be required in the future. We have experienced 
significant impairment charges in past years. If future impairment charges are significant, our reported operating results would be 
adversely affected. 


We may not be able to adequately protect our intellectual property, which, in turn, could harm the value of our brands and 
adversely affect our business. 


Our ability to implement our business plan successfully depends in part on our ability to further build brand recognition using 
our trademarks, service marks and other proprietary intellectual property, including our name and logos and the unique ambiance of 
our shops. We have registered or applied to register a number of our trademarks. We cannot assure you that our trademark 
applications will be approved. Third parties may also oppose our trademark applications, or otherwise challenge our use of the 
trademarks. In the event that our trademarks are successfully challenged, we could be forced to rebrand our goods and services, which 
could result in loss of brand recognition, and could require us to devote resources to advertising and marketing new brands. If our 
efforts to register, maintain and protect our intellectual property are inadequate, or if any third party misappropriates, dilutes or 
infringes on our intellectual property, the value of our brands may be harmed, which could have a material adverse effect on our 
business and might prevent our brands from achieving or maintaining market acceptance. We may also face the risk of claims that we 
have infringed third parties’ intellectual property rights. If third parties claim that we infringe upon their intellectual property rights, 
our operating profits could be adversely affected. Any claims of intellectual property infringement, even those without merit, could be 
expensive and time consuming to defend, require us to rebrand our services, if feasible, divert management’s attention and resources 
or require us to enter into royalty or licensing agreements in order to obtain the right to use a third party’s intellectual property. 


Restaurant companies have been the target of class action lawsuits and other proceedings alleging, among other things, violations 
of federal and state workplace and employment laws. Proceedings of this nature are costly, divert management attention and, if 
successful, could result in our payment of substantial damages or settlement costs. 


Our business is subject to the risk of litigation by employees, consumers, suppliers, stockholders or others through private 
actions, class actions, administrative proceedings, regulatory actions or other litigation. The outcome of litigation, particularly class 
action and regulatory actions, is difficult to assess or quantify. In recent years, restaurant companies have been subject to lawsuits, 
including class action lawsuits, alleging violations of federal and state laws regarding workplace and employment matters, 
discrimination and similar matters. A number of these lawsuits have resulted in the payment of substantial damages by the defendants. 
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Occasionally, our customers file complaints or lawsuits against us alleging that we are responsible for some illness or injury 
they suffered at or after a visit to one of our shops, including actions seeking damages resulting from food-borne illness or accidents in 
our shops. We are also subject to a variety of other claims from third parties arising in the ordinary course of our business, including 
contract claims. The restaurant industry has also been subject to a growing number of claims that the menus and actions of restaurant 
chains have led to the obesity of certain of their customers. We may also be subject to lawsuits from our employees, the U.S. Equal 
Employment Opportunity Commission or others alleging violations of federal and state laws regarding workplace and employment 
matters, discrimination and similar matters. 


Regardless of whether any claims against us are valid or whether we are liable, claims may be expensive to defend and may 
divert time and money away from our operations. In addition, they may generate negative publicity, which could reduce customer 
traffic and sales. Although we maintain what we believe to be adequate levels of insurance, insurance may not be available at all or in 
sufficient amounts to cover any liabilities with respect to these or other matters. A judgment or other liability in excess of our 
insurance coverage for any claims or any adverse publicity resulting from claims could adversely affect our business and results of 
operations. 


Unionization activities or labor disputes may disrupt our operations and affect our profitability. 


Although none of our employees are currently covered under collective bargaining agreements, our employees may elect to be 
represented by labor unions in the future. If a significant number of our employees were to become unionized and collective 
bargaining agreement terms were significantly different from our current compensation arrangements, it could adversely affect our 
business, financial condition or results of operations. In addition, a labor dispute involving some or all of our employees may harm our 
reputation, disrupt our operations and reduce our revenues, and resolution of disputes may increase our costs. 


As an employer, we may be subject to various employment-related claims, such as individual or class actions or government 
enforcement actions relating to alleged employment discrimination, employee classification and related withholding, wage-hour, labor 
standards or healthcare and benefit issues. Such actions, if brought against us and successful in whole or in part, may affect our ability 
to compete or could adversely affect our business, financial condition or results of operations. 


We have limited control with respect to the operations of our franchisees which could have a negative impact on our business. 


Our franchisees are obligated to operate their shops according to the specific guidelines we set forth. We provide training 
opportunities to these franchisees to integrate them into our operating strategy. However, since we do not have control over these 
shops, we cannot give assurance that there will not be differences in product quality, operations, marketing or profitably or that there 
will be adherence to all of our guidelines at these shops. The failure of these shops to operate effectively could adversely affect our 
cash flows from those operations or have a negative impact on our reputation or our business. 


In addition, franchisees may not have access to the financial or management resources that they need to open the shops 
contemplated by their agreements with us, or be able to find suitable sites on which to develop them, or they may elect to cease 
development for other reasons. Franchisees may not be able to negotiate acceptable lease or purchase terms for the sites, obtain the 
necessary permits and governmental approvals or meet construction schedules. Any of these problems could slow our growth from 
franchise operations and reduce our franchise revenues. Additionally, financing from banks and other financial institutions may not 
always be available to franchisees to construct and open new shops. The lack of adequate financing could adversely affect the number 
and rate of new shop openings by our franchisees and adversely affect our future franchise revenues. 


Risks Related to Ownership of Our Common Stock 
Our business could be negatively affected as a result of actions of activist stockholders. 


From time to time, we may be subject to proposals by stockholders urging us to take certain corporate action. If activist 
stockholder activities ensue, our business could be adversely impacted because: 


e responding to actions by activist stockholders can be costly and time-consuming, and divert the attention of our 
management and employees; 


° perceived uncertainties as to our future direction may result in the loss of potential business opportunities, and may make 
it more difficult to attract and retain qualified personnel and business partners; and 


° pursuit of an activist stockholder’s agenda may adversely affect our ability to effectively implement our business strategy 
and create additional value for our stockholders. 
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Our stock price could be extremely volatile and, as a result, you may not be able to resell your shares at or above the price you paid 
for them. 


Volatility in the market price of our common stock may prevent you from being able to sell your shares at or above the price 
you paid for your shares. The stock market in general has been highly volatile, and this may be especially true for our common stock 
given our growth strategy and stage of development. As a result, the market price of our common stock is likely to be similarly 
volatile. You may experience a decrease, which could be substantial, in the value of your stock, including decreases unrelated to our 
operating performance or prospects, and could lose part or all of your investment. The price of our common stock could be subject to 
wide fluctuations in response to a number of factors, including those described elsewhere in this Annual Report and others such as: 


° actual or anticipated fluctuations in our quarterly or annual operating results and the performance of our competitors; 
° publication of research reports by securities analysts about us, our competitors or our industry; 
° our failure or the failure of our competitors to meet analysts’ projections or guidance that we or our competitors may give 


to the market; 


° additions and departures of key personnel; 

° sales, or anticipated sales, of large blocks of our stock or of shares held by our stockholders, directors or executive 
officers; 

e strategic decisions by us or our competitors, such as acquisitions, divestitures, spin-offs, joint ventures, strategic 


investments or changes in business strategy; 


° the passage of legislation or other regulatory developments affecting us or our industry; 

e speculation in the press or investment community, whether or not correct, involving us, our suppliers or our competitors; 
° changes in accounting principles; 

° litigation and governmental investigations; 

° terrorist acts, acts of war or periods of widespread civil unrest; 

° a food-borne illness outbreak; 

e severe weather, natural disasters and other calamities; and 

° changes in general market and economic conditions. 


As we operate in a single industry, we are especially vulnerable to these factors to the extent that they affect our industry or our 
products. In the past, securities class action litigation has often been initiated against companies following periods of volatility in their 
stock price. This type of litigation could result in substantial costs and divert our management’s attention and resources, and could also 
require us to make substantial payments to satisfy judgments or to settle litigation. 


Provisions in our certificate of incorporation and by-laws and Delaware law may discourage, delay or prevent a change of control 
of our company or changes in our management and, therefore, may depress the trading price of our stock. 


Our certificate of incorporation and by-laws include certain provisions that could have the effect of discouraging, delaying or 
preventing a change of control of our company or changes in our management, including, among other things: 


° restrictions on the ability of our stockholders to fill a vacancy on the board of directors; 


° our ability to issue preferred stock with terms that the board of directors may determine, without stockholder approval, 
which could be used to significantly dilute the ownership of a hostile acquirer; 


e the inability of our stockholders to call a special meeting of stockholders; 

° the absence of cumulative voting in the election of directors, which may limit the ability of minority stockholders to elect 
directors; 

° advance notice requirements for stockholder proposals and nominations, which may discourage or deter a potential 


acquirer from soliciting proxies to elect a particular slate of directors or otherwise attempting to obtain control of us; and 


° our by-laws may only be amended by the affirmative vote of the holders of at least 66-2/3% of the voting power of 
outstanding shares of our capital stock entitled to vote generally in the election of directors or by our board of directors. 
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Section 203 of the Delaware General Corporation Law may affect the ability of an “interested stockholder” to engage in certain 
business combinations, including mergers, consolidations or acquisitions of additional shares, for a period of three years following the 
time that the stockholder becomes an “interested stockholder.” An “interested stockholder” is defined to include persons owning 
directly or indirectly 15% or more of the outstanding voting stock of a corporation. 


Because we have no plans to pay regular cash dividends on our common stock for the foreseeable future, you may not receive any 
return on investment unless you sell your common stock for a price greater than that which you paid for it. 


We may retain future earnings, if any, for future operations, expansion and debt repayment and have no current plans to pay any 
cash dividends for the foreseeable future. Any decision to declare and pay dividends in the future will be made at the discretion of our 
board of directors and will depend on, among other things, our results of operations, financial condition, cash requirements, 
contractual restrictions and other factors that our board of directors may deem relevant. In addition, our ability to pay dividends may 
be limited by covenants of any existing and future outstanding indebtedness we or our subsidiaries incur, including our credit facility. 
As a result, you may not receive any return on an investment in our common stock unless you sell our common stock for a price 
greater than that which you paid for it. 


Our ability to raise capital in the future may be limited, which could make us unable to fund our capital requirements. 


Our business and operations may consume resources faster than we anticipate. In the future, we may need to raise additional 
funds through the issuance of new equity securities, debt or a combination of both. Additional financing may not be available on 
favorable terms or at all. If adequate funds are not available on acceptable terms, we may be unable to fund our capital requirements. 
If we issue new debt securities, the debt holders would have rights senior to common stockholders to make claims on our assets, and 
the terms of any debt could restrict our operations, including our ability to pay dividends on our common stock. If we issue additional 
equity securities, existing stockholders may experience dilution, and the new equity securities could have rights senior to those of our 
common stock. Because our decision to issue securities in any future offering will depend on market conditions and other factors 
beyond our control, we cannot predict or estimate the amount, timing or nature of our future offerings. Thus, our stockholders bear the 
risk of our future securities offerings reducing the market price of our common stock and diluting their interest. 


ITEM 1B. UNRESOLVED STAFF COMMENTS 


None. 


ITEM 2. PROPERTIES 


We do not own any real property. As of December 29, 2019, we had the following number of company-operated shops located 
in the following areas: 


Location Number of Shops Location Number of Shops 
WG 1S ics cectss cesses devs tracted etadteadtveddestantes: 108 Washington .........ccececcceceeeceeceeeeeseeeeeeseeseeeneeeees 12 
PORAS i ites cidedsiianetisaineaiiedse 72. Indtatia siciaiecniediddnianidduieananien: 9 
MCh at vessc acts ens ceccs se teskscenev eve Obie eat 32. Massachusetts. .is...cscostesscescuitsvietssnasd ciecsesserenstnss 6 
Mary land. ois. scesiessesisocssacseeueetents eevetexcetansteds DD) OREGON assis svicsscesensivsntenrvecevsceencsscnderyerrinavecanset 6 
District of Columbia............:ccceceeceereeteees QB: KKRAMSAS vss icsseciiacdcscadeavessrecscnseeescedea ates Me aeits es 4 
WAG SIMA osc gh vcd edeeaseti iste Paani eidenaserels DD. Metals os ose ees fat haa cen pepe veadeseeg tit Veeseete tases 3 
Minnesota 2), Pennsylvania :iicsciscdediiectieaiaidemavecdiaes 2 
Wisconsin V7. © OMAN OIG 255, ccstecoeceerentdcreectuetCAcsccteientenrieadeds 2 
OUI. ei.scccee 17. New Jersey 1 
New York 15 MISSOULL 00... .eecesceeeecceeeeeseeeeceeensecseeeseseesteeerens 1 
ColotadO:. ciinnsescnoitiiancinindcakin 13: Kentucky: iss ssaiiistietttanesiiaicictnnidane 1 
ATIZ ONG ssciasece 35 deaeesartieeeeiees vest suctacine hates 12 

WOUAal cossseisisthsec Sateesetetiv ott Gehl ta ees 428 


Initial lease terms for our company-operated properties are generally ten years, with the majority of the leases providing for an 
option to renew for two additional five-year terms. Nearly all of our leases provide for a minimum annual rent, and some of our leases 
call for additional rent based on sales volume at the particular location over specified minimum levels. Generally, the leases are net 
leases that require us to pay our share of the costs of real estate taxes, utilities, building operating expenses, insurance and other 
charges in addition to rent. For additional information regarding our leases, see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations—Contractual Obligations” in Item 7. 
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As of December 29, 2019, we occupied approximately 32,000 square feet of office space in Chicago, Illinois under an | 1-year 
lease for our corporate headquarters. 


ITEM 3. LEGAL PROCEEDINGS 


The Company is subject to legal proceedings, claims and liabilities, such as employment-related claims and slip and fall cases, 
which arise in the ordinary course of business and are generally covered by insurance. In the opinion of management, the amount of 
ultimate liability with respect to those actions should not have a material adverse impact on the Company’s financial position or 
results of operations and cash flows. 


In October 2017, plaintiffs filed a purported collective and class action lawsuit (the “Complaint’”) in the United States District 
Court for the Southern District of New York against the Company alleging violations of the Fair Labor Standards Act (FLSA) and 
New York Labor Law (NYLL). The plaintiffs allege that the Company violated the FLSA and NYLL by not paying overtime 
compensation to our assistant managers and violated NYLL by not paying spread-of-hours pay. The Complaint was brought as a 
nationwide “collective action” under the FLSA and as a “class action” under NYLL. Since the filing of the Complaint, the plaintiffs 
filed a proposed amended complaint removing the NYLL class claim, but adding a proposed Illinois state law class action. In May 
2019, the parties participated in a mediation and resolved the claims, which received final court approval on February 4, 2020. All 
charges related to the claims are reflected in the statement of operations. 


ITEM 4. MINE SAFETY DISCLOSURES 
Not Applicable 
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PART II 


ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER 
PURCHASES OF EQUITY SECURITIES 


Common Stock Market Prices and Dividends 


The Company’s common stock is listed on the NASDAQ under the symbol “PBPB”. 


As of January 26, 2020, there were 33 stockholders of record of our common stock. This number excludes stockholders whose 
stock is held in nominee or street name by brokers. 


Dividend Policy 


The Company currently intends to retain all available funds and any future earnings to fund the development and growth of the 
business and for repurchases of the Company’s common stock, and therefore Potbelly does not anticipate paying any cash dividends in 
the foreseeable future. Any future determination to pay dividends will be at the discretion of the Potbelly board of directors, subject to 
compliance with covenants in future agreements governing our indebtedness, and will depend upon Company results of operations, 
financial condition, capital requirements and other factors that the board of directors deems relevant. In addition, in certain 
circumstances, the revolving credit facility restricts Potbelly’s ability to pay dividends. See “Management’s Discussion and Analysis 
of Financial Condition and Results of Operations—Credit Facility” in Item 7. 


Purchases of Equity Securities by the Issuer 


The following table contains information regarding purchases of Company common stock made by or on behalf of Potbelly 
Corporation during the 13 weeks ended December 29, 2019 (in thousands, except per share data): 


Total Number of Shares Maximum Value of 
Total Number of Average Price Pai Purchased as Partof Shares that May Yet be 


Shares d Publicly Announced Purchased Under the 
Period Purchased per Share (1) Program (2) Program (2) 
September 30, 2019 — October 27, 2019 ........... — $ — — $ 37.9 
October 28, 2019 — November 24, 2019 ........... —$ — —$ 37.9 
November 25, 2019 — December 29, 2019........ 11$ 4.92 —$ 37.9 
MM Oba). os sesuvseseceeadeevsaveducevehevobees vee esencseeeereneysas 11 — 


(1) Average price paid per share excludes commissions. 

(2) On May 8, 2018, the Company announced that its Board of Directors authorized a stock repurchase program for up to $65.0 
million of its outstanding common stock. The stock repurchase program replaced the previous $30.0 million program, 
authorized in September 2016. The current program permits the Company, from time to time, to purchase shares in the open 
market (including in pre-arranged stock trading plans in accordance with the guidelines specified in Rule 10b5-1 under the 
Exchange Act) or in privately negotiated transactions. No time limit has been set for the completion of the repurchase program 
and the program may be suspended or discontinued at any time. See Note 10 for further information regarding the Company’s 
stock repurchase program. 
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Performance Graph 


The following graph and accompanying table show the cumulative total return to stockholders of Potbelly Corporation’s 
common stock relative to the cumulative total returns of the NASDAQ Composite Index, S&P 600 SmallCap Index and S&P 600 
Restaurants Index. The graph tracks the performance of a $100 investment in our common stock and in each of the indices (with the 
reinvestment of dividends) from December 28, 2014 to December 29, 2019. The stock price performance included in this graph is not 
necessarily indicative of future stock price performance. 
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ITEM 6. SELECTED FINANCIAL DATA 


The following table sets forth Potbelly’s selected consolidated financial and other data as of the dates and for the periods 
indicated. The Company derived the statements of operations and cash flow data presented below for the fiscal years ended December 
29, 2019, December 30, 2018 and December 31, 2017 and the balance sheet data presented below as of December 29, 2019 and 
December 30, 2018 from the Company’s audited consolidated financial statements included in Part II, Item 8, “Financial Statements 
and Supplementary Data” of this Annual Report on Form 10-K. The statements of operations and cash flow data for the fiscal years 
ended December 25, 2016 and December 27, 2015 and the balance sheet data as of December 31, 2017, December 25, 2016 and 
December 27, 2015 have been derived from the Company’s audited consolidated financial statements not included in this Annual 
Report on Form 10-K. The Company’s historical results are not necessarily indicative of Potbelly’s results in any future period. 


Operating results are reported on a 52-week fiscal year calendar, with a 53-week year occurring every fifth or sixth year. The 
Company’s fiscal year ends on the last Sunday of each calendar year. Fiscal year 2017 was a 53-week year and fiscal years 2019, 
2018, 2016, and 2015 were 52-week years. The first three quarters of our fiscal year consist of 13 weeks, and our fourth quarter 
consists of 13 weeks for 52-week fiscal years and 14 weeks for 53-week fiscal years. 


Potbelly’s selected consolidated financial and other data should be read in conjunction with the disclosure set forth under “Risk 
Factors” in Item 1A, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 and the 


Company’s consolidated financial statements and the related notes included in Part II, Item 8, “Financial Statements and 
Supplementary Data” of this Annual Report on Form 10-K. 


Statement of Operations Data: 


WOtal VEVEMUES vcsiescvcesdicsdanessteSechesseheseesesevseeeneseeesecwedsenene eases 


Expenses 
Sandwich shop operating expenses 


Cost of goods sold, excluding depreciation................. 
Labor and related expenses ..........:ceccesceeseesseeseeeeeeeeeees 
Occupancy CXPeNnses........ceecceesceeeeeeeeeeeeeeeeeeeteeeeeeeees 
Other operating CXPeNses ........ ec eeseeeseeeeeeeseteeeeeeeenees 
General and administrative exPeNses..........sceseeeeeeeeeteeeees 
Depreciation CXPpense .........:cescecseescecseceseeseceseeeeeeeeeeneeeseens 
Pre-OPCMiNg COStS.....:..s:.ccceccesscssessstsssesscessasessicessencseanessstees 


Impairment and loss on disposal of property and 


OQUIPMEN Gy ccs oestscetccdedscesetsh esses cheseasietacteeeneeina nee 
Total expenses ive iesreacsiiriedd sti ea harienncteinhideten 
Income (loss) from operations .........:ccceceeseeeeeeeeeteeeeeeeees 


TMPSESU EXPENSE sche sacecscnectses nncpssannset casatevert excoeagcetersassseenses ane ees 
Income (loss) before income taXeS .........:cceeseeseeeeeteeteteeetees 
Income tax expense (benefit) oo. e cece cccceeeeseeeeeeeeseeseees 
‘Net wicome (1OSS) ves: sdcsescchecesendeeasvteeisdecceshinncshedeatdecanandttees 
Net income attributable to non-controlling interests @).......... 
Net income (loss) attributable to Potbelly Corporation... 


Net income (loss) attributable to common stockholders... 


Fiscal Year Ended 

December 29, December 30, December 31, December 25, December 27, 

2019 2018 2017 2016 2015 

($ in thousands) 

$ 409,707 $ 422,638 $ 428,111 $ 407,131 $ 372,849 
108,326 111,083 113,426 111,026 105,614 
128,403 127,962 126,337 117,838 106,628 
58,977 59,789 58,562 52,444 46,762 
50,178 50,363 49,209 43,738 39,869 
47,949 46,862 44,618 40,411 37,322 
22,103 23,142 25,680 22,734 21,476 
35 472 1,441 1,786 2,160 
2932 13,567 10,761 4,141 3,589 
418,903 433,240 430,034 394,118 363,420 
(9,196) (10,602) (1,923) 13,013 9,429 
199 142 124 134 221 
(9,395) (10,744) (2,047) 12,879 9,208 
14,190 (2,195) 4,643 4,443 3,466 
(23,585) (8,549) (6,690) 8,436 5,742 
407 329 266 224 114 
(23,992) (8,878) (6,956) 8,212 5,628 
$ (23,992) $ (8,878) $ (6,956) 8,212 $ 5,628 
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Fiscal Year Ended 


December December December December December 
29, 30, 31, 25, 27, 
2019 2018 2017 2016 2015 


($ in thousands, except per share data) 
Net income (loss) per common share attributable to 
common stockholders ®): 


BASIC iiss: cvssesGtar ita cnasie Git asdtunt anvhin aitaSunans $ (1.01) §$ (0.35) § (0.28) §$ 0.32 $ 0.20 

Diltited 324 iscscsvesivesteitialerast aad Hert weenie nicer: $ (1.01) §$ (0.35) §$ (0.28) §$ 0.31 $ 0.20 
Weighted average shares outstanding: 

BaSiG si ieess cents ath das Gab atin a ea ene 23,850 25,173 25,045 25,624 28,002 

Dite ds os cscssavaspsvatetveceseosesanesteosasarcanepeas nea men eaasevaenens 23,850 25,173 25,045 26,231 28,634 
Cash Flows Data: 
Net cash provided by (used in): 

Operating ACtiVitles ...... ee cccececseceseeteceseeeceeeeeeceeeeneeeeees 18,168 30,988 41,819 45,969 40,320 

Investing Activities occ ceseescseeecseeeceeeeceeeeceeseneeaeseeeees (14,365) (21,395) (34,684) (37,820) (36,058) 

Fimancing activities i.cci.cscdseects eiseecdtehis ceva cadicesseseaiees (4,772) (15,348) (4,984) (16,776) (35,261) 
Selected Other Data: 
Total company-operated shops (end of period)..............6 428 437 437 411 372 
Change in company-operated comparable store sales........... (3.0)% (1.4)% (3.8)% 1.4% 44% 
Operating income (loss) margin © oo... ceeeeesseeeeeeeeeees (2.2)% (2.5)% (0.4)% 3.2% 2.5% 
Shop-level profit margin ©) 0. cceeeseeeeeeteeeeeeeeneeeeteeeeeeeeees 15.0% 16.7% 18.2% 19.7% 19.4% 
Capital expenditures s..dseiceccecseecxeccsseccestocetierwngenresavecgeseevedes 14,365 21,395 34,684 36,712 35,725 
Adjusted EBITDA ©) 00... cecccccecsesesesceeeeeeeeeseeeeeneeseeeeeeeeeeeees 25,501 34,990 41,693 44,145 37,196 
Adjusted EBITDA margin ©)... ccceeceeseeeeseeeeeeneeeeeeeeees 6.2% 8.3% 9.7% 10.8% 10.0% 


December 29, December 30, December 31, December 25, December 27, 
2019 2018 2017 2016 2015 
($ in thousands) 


Balance Sheet Data: 


(1) 


(2) 
(3) 


(4) 
(5) 


TOtalCMrrent! ASSES ts c.d.ccscdssccsdcadedsecescssecevesavegseesiavsansvedeeeess $ 32,223 $ 39,420 $ 45,203 $ 38,551 $ 49,781 
WO tall ASSCtS i. 20::035 sccneecteatsvapesnsedesscees sedece¥ovssbesoieets ascseassiteide 332,879 153,215 170,730 175,445 174,507 
Total current liabilities... cee cecccceececesssceessseeenseeeees 53,774 29,026 27,352 27,815 25,182 
Protall WabiiteS sevezsscceciiszcnesedhvs scbdeiease secesacet evecsasiemeeenceaeg 263,710 57,682 53,492 51,209 44,294 
"Potall Quit s2xte cst cescesaecerencadia cases iencdsaisasnests ceemestaneacevends 69,169 95,533 117,238 124,236 130,213 


The Company recorded a non-cash charge to income tax expense of $13.6 million related to the recognition of a full valuation 
allowance against its deferred tax assets during 2019. In connection with the Company’s initial analysis of the impact of the Tax 
Cuts and Jobs Act of 2017 (the “Tax Act”), Potbelly recorded additional tax expense of $3.8 million for the fiscal year 2017, the 
period in which the legislation was enacted. See Note 7 to the Consolidated Financial Statements for additional information 
related to the Tax Act. 

Non-controlling interests represent non-controlling partners’ share of the assets, liabilities and operations related to seven joint 
venture investments. Potbelly has ownership interests ranging from 51-80% in these consolidated joint ventures. 

Net income (loss) per common share attributable to common stockholders is calculated using the weighted average number of 
common shares outstanding for the period. 

Income from operations as a percentage of total revenues. 

Shop-level profit is not required by, or presented in accordance with, GAAP, and is defined as income (loss) from operations 
less franchise royalties and fees, general and administrative expenses, depreciation expense, pre-opening costs and impairment 
and loss on disposal of property and equipment. Shop-level profit is a supplemental measure of operating performance of the 
Company’s shops and the calculation thereof may not be comparable to that reported by other companies. Shop-level profit 
margin represents shop-level profit expressed as a percentage of net company-operated sandwich shop sales. Shop-level profit 
and shop-level profit margin have limitations as analytical tools, and should not be considered in isolation or as a substitute for 
analysis of Potbelly’s results as reported under GAAP. Management believes shop-level profit margin is an important tool for 
investors because it is a widely used metric within the restaurant industry to evaluate restaurant-level productivity, efficiency 
and performance. Management uses shop-level profit margin as a key metric to evaluate the profitability of incremental sales at 
the Company’s shops, to evaluate our shop performance across periods and to evaluate our shop financial performance 
compared with our competitors. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations’ 
in Item 7 for a discussion of shop-level profit margin and other key performance indicators. A reconciliation of shop-level profit 
to income (loss) from operations and a calculation of shop-level profit margin is provided below: 


5) 
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Fiscal Year Ended 


December December December December December 
29, 30, 31, 25, 27, 
2019 2018 2017 2016 2015 
($ in thousands) 

Income (loss) from Operations .........ccccccsesesssesecsesecseseeseeeeees $ (9,196) $ (10,602) $ (1,923) $ 13,013 §$ 9,429 
Less: Franchise royalties and fees ..........:.cccescesceeteeeeeeeees 3,019 3,212 3,179 2,257 1,895 
General and administrative expenses ............::cceeeeereeeees 47,949 46,862 44,618 40,411 37,322 
Depreciatiomexpemse ivi.cciiiiics cies ai iviccivccssissiociien 22,103 23,142 25,680 22,734 21,476 
Pre-OPeMiN® COStS css. <sdcceccecd ens ctscessancnesess dave tenders woe eves 35 472 1,441 1,786 2,160 
Impairment and loss on disposal of property and 
CQUIPIMICM i ors ss ccsesdcegor ctazeenareaneecensatondaesaetd gemragenteredteveenress 2,932 13,567 10,761 4,141 3,589 

Shop-levell profit [Y ] sscccdesdecssecsadscdsicvceseastedissseeisecizeseest neues $ 60,804 $ 70,229 $ 77,398 $ 79,828 $ 72,081 
Total revenues ......cccccccccssscsssssscssssescsessessssssessssssssesssessees $ 409,707 $ 422,638 $ 428,111 $ 407,131 $ 372,849 
Less: Franchise royalties and fees ..........:.ccceceeseeseeeeeees 3,019 3,212 3,179 2,257 1,895 

Sandwich shop sales, net [X].....c.cccccscsccsssesescsesseecscseeeeceesees $ 406,688 $ 419,426 $ 424932 $ 404,874 $ 370,954 

Shop-level profit margin [YX] oc. .eeeeeseeceeeceteeeeeeeeeeneeeees 15.0% 16.7% 18.2% 19.7% 19.4% 


(6) Adjusted EBITDA is a supplemental measure of financial performance that is not required by, or presented in accordance with, 
GAAP. Potbelly defines adjusted EBITDA as net income (loss) before depreciation and amortization expense, interest expense 
and the provision for income taxes, adjusted to eliminate the impact of other items set forth in the reconciliation below, 
including certain non-cash as well as certain other items that we do not consider representative of our ongoing operating 
performance. Adjusted EBITDA margin is calculated by dividing adjusted EBITDA by total revenues. Adjusted EBITDA has 
limitations as an analytical tool, and the Company’s calculation thereof may not be comparable to that reported by other 
companies; accordingly, it should not be considered in isolation or as a substitute for analysis of our results as reported under 
GAAP. Adjusted EBITDA is a key metric used by management. Additionally, adjusted EBITDA is frequently used by analysts, 
investors and other interested parties to evaluate companies in our industry. Potbelly uses adjusted EBITDA alongside GAAP 
measures such as operating income (loss) and net income (loss) to measure profitability as a key profitability target in the 
Company’s annual and other budgets. Potbelly also uses adjusted EBITDA to compare our performance against that of peer 
companies. Potbelly believes that adjusted EBITDA provides useful information in facilitating operating performance 
comparisons from period to period and company to company. A reconciliation of adjusted EBITDA to net income attributable to 
Potbelly Corporation is provided below: 


Fiscal Year Ended 
December 29, December 30, December 31, December 25, December 27, 
2019 2018 2017 2016 2015 


($ in thousands) 
Net income (loss) attributable to Potbelly Corporation.... $ (23,992) $ (8,878) $ (6,956) $ 8,212 $§$ 5,628 


Depreciation @xpemse o.c20sciccccisccecacesecsctescesecsentsdaaeeccnceies 22,103 23,142 25,680 22,734 21,476 
Tinterest CXPenSe ses scsiesiileedess esis A ssaacess tac hsstefens eb vensestas 199 142 124 134 221 
Income tax expense (benefit)... eee ceeeseeseeeteeneeeeeees 14,190 (2,195) 4,643 4,443 3,466 
EBLIDA cssscissescssetiasecienti cas hich achieve ba adeseneeasse ihesceciev ees $ 12,500 $ 12,211 $ 23,491 $ 35,523 $ 30,791 
Impairment, loss on disposal of property and 
equipment, and Closures @ oo... .ceecesessesesseseeseseeeeeeeenees 6,050 15,603 11,659 4,265 4,006 
Stock-based compensation ©) .0......ccccscessssesescseteeseeesees 2,335 2,882 3,848 3,057 2,399 
Nonrecurring professional services ©... 3,070 — — — = 
CEO transition Costs © .....cccecccecsscssessecsecssecsscsseesceesees — 1,564 2,695 — — 
Proxy related Costs) ....scicsctiancosatensdserveseieeesrenraesen ove (127) 810 — — — 
Legal settlements)... c-casccet ens sientsicsteccutasatocearsvertoredvete — — — 1,300 — 
Restructuring and other costs)... cccccsseseeseeeeeeeeeees 1,673 1,920 — — - 
Adjusted EBITDA ...00..0.....cccccccecscesceseceecseeseeecaeeeeeeeeaeenens $ 25,501 $ 34,990 $ 41,693 $ 44145 $ 37,196 


(a) This adjustment includes costs related to impairment of long-lived assets, loss on disposal of property and equipment and shop 
closure expenses. Shop closure expenses are recorded in general and administrative expenses in the consolidated statement of 
operations. Additionally, fiscal year 2015 reflects costs associated with moving the Company’s corporate headquarters. 

(b) This adjustment includes non-cash stock-based compensation. 

(c) The Company incurred certain costs beginning in the third quarter of 2019 for nonrecurring professional services, which ended 
in the fourth quarter. 
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(d) 


(e) 
(f) 
(g) 


The Company incurred certain costs related to the transition between the current and former CEO in 2018 and 2017. Transition 
costs were included in general and administrative expenses in the consolidated statements of operations and were related to the 
accelerated vesting of share-based compensation awards, salary related charges in accordance with the former CEO’s 
employment agreement, relocation related charges, and various other transition costs. 

The Company incurred certain professional and other costs and associated benefits related to the shareholder proxy matter. 
These costs and benefits were included in general and administrative expenses in the consolidated statements of operations. 

For the fiscal year ended December 25, 2016, this adjustment relates to a legal expense incurred to establish an accrual related to 
a Fair Labor Standards Act claim. 

The Company incurred certain restructuring costs related to severance and other costs that were included in general and 
administrative expenses in the consolidated statements of operations. 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 


The following discussion of the Company's financial condition and results of operations should be read in conjunction with 
“Selected Financial Data” in Item 6 and the Company’s consolidated financial statements and the related notes to those statements 
included in Item 8. The discussion contains forward-looking statements involving risks, uncertainties and assumptions that could 
cause Potbelly results to differ materially from expectations. The Company’s actual results may differ materially from those 
anticipated in these forward-looking statements as a result of certain factors, including those described in “Risk Factors” in Item 1A 
and elsewhere in this report. 


Overview 


Potbelly Corporation is a neighborhood sandwich concept that has been a much-needed lunch-break escape for more than 40 
years. Potbelly owns and operates Potbelly Sandwich Shop concepts in the United States. The Company also has domestic franchise 
operations of Potbelly Sandwich Shop concepts. Potbelly’s chief operating decision maker is our Chief Executive Officer. Based on 
how our Chief Executive Officer reviews financial performance and allocates resources on a recurring basis, the Company has one 
operating segment and one reportable segment. 


Our shop model is designed to generate, and has generated, strong cash flow, attractive shop-level financial results and high 
returns on investment. We operate our shops successfully in a wide range of geographic markets, population densities and real estate 
settings. We aim to generate average shop-level profit margins, a non-GAAP measure, that range from the high teens to above 20%. 
Our ability to achieve such margins and returns depends on a number of factors. For example, we face increasing labor and 
commodity costs, which we have partially offset by increasing menu prices. Although there is no guarantee that we will be able to 
maintain these returns, we believe our attractive shop economics support our ability to profitably grow our brand in new and existing 
markets. 


The table below sets forth a rollforward of company-operated and franchise-operated activities: 


Company- Franchise-Operated Total 

Operated Domestic International Total Company 
Shops as of December 25, 2016 .......ecceecceeeeeceeteeeeeeteeereees 411 30 13 43 454 
SHOPS OPeM eds 525. ceccsifevesiesseebsisthsseHswstesideevessareeeaes 34 12 4 16 50 
Shops closed sr2cai ik iadisiaaisiinntiinicannin caste (8) (3) (1) (4) (12) 
Shops as of December 31, 2017.00.00... ec eecceeseeeteeeneeeees 437 39 16 55 492 
Shops Opened seca hisicacinissadiiiniadeanadenied divest: 10 4 3 7 17 
Shops Closed i.2. ssc icecere se Geaeinsi pe eae deaths (10) (2) (11) (13) (23) 
Shops as of December 30, 2018.00.00... ee eecceeteesteeeneeeees 437 41 8 49 486 
Shops opened ssc. niciaieninunidecdioinisnanianinann 2 7 — 7 9 
Shops closed, asscéiccces' isiees besavvs Gets iteee sie ek eede st eee (11) (2) (8) (10) (21) 
Shops as of December 29, 2019.00.00... ceceeceeeteesteeeneeeees 428 46 — 46 474 


Fiscal Year 


Operating results are reported on a 52-week fiscal year calendar, with a 53-week year occurring every fifth or sixth year. Our 
fiscal year ends on the last Sunday of each calendar year. Fiscal years 2019 and 2018 were a 52-week year, while 2017 was a 53- 
week. The first three quarters of our fiscal year consist of 13 weeks and our fourth quarter consists of 13 weeks for 52-week fiscal 
years and 14 weeks for 53-week fiscal years. 


Key Performance Indicators 


In assessing the performance of the Company’s business, Potbelly considers a variety of performance and financial measures. 
The key measures for determining how the business is performing are comparable store sales, shop-level profit margins and adjusted 
EBITDA. 
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Company-Operated Comparable Store Sales 


Comparable store sales reflect the change in year-over-year sales for the comparable company-operated store base. Potbelly 
defines the comparable store base to include those shops open for 15 months or longer. As of the fiscal years ended December 29, 
2019, December 30, 2018 and December 31, 2017, there were 423, 416 and 379 shops, respectively, in Potbelly’s comparable 
company-operated store base. Comparable store sales growth can be generated by an increase in number of transactions and/or by 
increases in the average check amount resulting from a shift in menu mix and/or increase in price. This measure highlights 
performance of existing shops as the impact of new shop openings is excluded. Entrees are defined as sandwiches, salads and bowls of 
soup or mac and cheese. 


Number of Company-Operated Shop Openings 


The number of company-operated shop openings reflects the number of shops opened during a particular reporting period. 
Before Potbelly opens new shops, the Company incurs pre-opening costs, which are defined below. Often, new shops open with an 
initial start-up period of higher than normal sales volumes, which subsequently decrease to stabilized levels. While sales volumes are 
generally higher during the initial opening period, new shops typically experience normal inefficiencies in the form of higher cost of 
sales, labor and other direct operating expenses and as a result, shop-level profit margins are generally lower during the start-up period 
of operation. The average start-up period is 10 to 13 weeks. The number and timing of shop openings has had, and is expected to 
continue to have, an impact on the Company’s results of operations. 


Shop-Level Profit Margin 


Shop-level profit margin is defined as net company-operated sandwich shop sales less company-operated sandwich shop 
operating expenses, including cost of goods sold, labor and related expenses, other operating expenses and occupancy expenses, as a 
percentage of net company-operated sandwich shop sales. Shop-level profit margin is not required by, or presented in accordance with 
GAAP. Potbelly believes shop-level profit margin is important in evaluating shop-level productivity, efficiency and performance. 


Adjusted EBITDA 


Potbelly defines adjusted EBITDA as net income before depreciation and amortization, interest expense and provision for 
income taxes, adjusted for the impact of the following items that the Company does not consider representative of ongoing operating 
performance: stock-based compensation expense, impairment and shop closure expenses, gain or loss on disposal of property and 
equipment, pre-opening expenses and CEO transition costs as well as other one-time, non-recurring charges. Potbelly believes that 
adjusted EBITDA is a more appropriate measure of operating performance, as it provides a clearer picture of operating results by 
eliminating expenses that are not reflective of underlying business performance. 


Key Financial Definitions 
Revenues 


Potbelly generates revenue from net company-operated sandwich shop sales and franchise operations. Net company-operated 
shop sales consist of food and beverage sales, net of promotional allowances and employee meals. Company-operated shop sales are 
influenced by new shop openings, shop closures and comparable store sales. Franchise royalties and fees consist of an initial franchise 
fee, a franchise development agreement fee and royalty income from the franchisee. 


Cost of Goods Sold, Excluding Depreciation 


Cost of goods sold consists primarily of food and beverage related costs. The components of cost of goods sold are variable in 
nature, change with sales volume, are influenced by menu mix and are subject to increases or decreases based on fluctuations in 
commodity costs. 


Labor and Related Expenses 
Labor and related expenses include all shop-level management and hourly labor costs, including salaries, wages, benefits and 


performance incentives, labor taxes and other indirect labor costs. 


Occupancy Expenses 


Occupancy expenses include fixed and variable portions of rent, common area maintenance and real estate taxes. 
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Other Operating Expenses 


Other operating expenses include all other shop-level operating costs, the major components of which are credit card fees, 
operating supplies, utilities, repair and maintenance costs, shop-level marketing costs and musician expense. 


General and Administrative Expenses 


General and administrative expenses is comprised of expenses associated with corporate and administrative functions that 
support the development and operations of shops, including compensation and benefits, travel expenses, stock-based compensation 
costs, legal and professional fees, advertising costs, costs related to abandoned new shop development sites and other related corporate 
costs. 


Depreciation Expense 


Depreciation expense includes the depreciation of fixed assets and capitalized leasehold improvements. 


Pre-Opening Costs 


Pre-opening costs consist of costs incurred prior to opening a new shop and are made up primarily of travel, employee payroll 
and training costs incurred prior to the shop opening, as well as occupancy costs incurred from when we take site possession to shop 
opening. Shop pre-opening costs are expensed as incurred. 


Impairment and Loss on Disposal of Property and Equipment 


Potbelly reviews long-lived assets, such as property and equipment, intangibles and lease right-of-use assets, for impairment 
when events or circumstances indicate the carrying value of the assets may not be recoverable and records an impairment charge when 
appropriate. The impairment loss recognized is the excess of the carrying value of the asset over its fair value. Typically, the fair value 
of the asset is determined by estimating discounted future cash flows associated with the asset. The fair value of right-of-use assets is 
estimated using market comparative information for similar properties. Loss on disposal of property and equipment represents the net 
book value of property and equipment less proceeds received, if applicable, on assets abandoned or sold. These losses are related to 
normal disposals in the ordinary course of business, along with disposals related to shop closures and selected shop remodeling 
activities. 


Interest Expense 


Interest expense consists of interest and fees associated with our credit facility, including the amortization of debt issuance costs 
and other miscellaneous interest charges. 


Non-controlling Interests 


Non-controlling interests represent non-controlling partners’ share of the assets, liabilities and operations related to seven joint 
venture investments. Potbelly has ownership interests ranging from 51-80% in these consolidated joint ventures. 
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Results of Operations 


Fiscal Year 2019 (52 Weeks) Compared to Fiscal Year 2018 (52 Weeks) 


The following table presents information comparing the components of net income for the periods indicated (dollars in 


thousands): 


Revenues 
Sandwich shop sales, net................ 
Franchise royalties and fees............ 
Total revenues ............. cc ceeeeeeeees 


Expenses 
(Percentages stated as a percent of 
sandwich shop sales, net) 

Sandwich shop operating expenses 
Cost of goods sold, excluding 
depreciation ........ceeeeeeeeeeeees 
Labor and related expenses....... 
Occupancy expenses... 
Other operating expenses.......... 


(Percentages stated as a percent of 
total revenues) 
General and administrative 
OX POLSES is ccsccsrascacsucsessegnetaees deeretsasass 
Depreciation expense .........eeeeeees 
Pre-opening COStS ........cceeeeseeseeees 
Impairment and loss on disposal of 
property and equipment .............. 
Total expenses scsiecisccssisceseegsavecteeess 
Loss from operations... 


IMGErESt EXPENSE sss 02 tesees vices tecseeceevenss 
Loss before income taxes .............0: 
Income tax expense (benefit)............... 
INGE LOSS Wey oteresserevesnetetnanrectesercocatesssasee 
Net income attributable to non- 
controlling interests ........e eee 
Net loss attributable to Potbelly 
Corporation... ceceeeceeereeeneceeeeees 


. Amount is less than 0.1% 


Revenues 


Fiscal Year 


% of % of Increase Percent 
2019 Revenues 2018 Revenues (Decrease) Change 
406,688 99.3% $ 419,426 99.2% $ (12,738) (3.0)% 
3,019 0.7 3,212 0.8 (193) (6.0) 
409,707 100.0 422,638 100.0 (12,931) (3.1) 
108,326 26.6 111,083 26.5 (2,757) (2.5) 
128,403 31.6 127,962 30.5 44] 0.3 
58,977 14.5 59,789 14.3 (812) (1.4) 
50,178 12.3 50,363 12.0 (185) (0.4) 
47,949 11.7 46,862 11.1 1,087 2.3 
22,103 5.4 23,142 5.5 (1,039) (4.5) 
35 * 472 0.1 (437) (92.6) 
2,932 0.7 13,567 3.2 (10,635) (78.4) 
418,903 102.2 433,240 102.5 (14,337) (3.3) 
(9,196) (2.2) (10,602) (2.5) 1,406 (13.3) 
199 * 142 i 57 40.1 
(9,395) (2.3) (10,744) (2.5) 1,349 (12.6) 
14,190 3.5 (2,195) (0.5) 16,385 >(100) 
(23,585) (5.8) (8,549) (2.0) (15,036) >100 
407 0.1 329 igi 78 23.7 
(23,992) (5.9)% $ (8,878) (2.1)% $ (15,114) >100 


Revenues decreased by $12.9 million, or 3.1%, to $409.7 million for the fiscal year 2019, from $422.6 million for the fiscal year 
2018. This decrease was driven by a $12.3 million, or 3.0%, decrease in sales from company-operated comparable store shops and a 
decrease in sales of $6.6 million from shops that have closed. These decreases were partially offset by increases in sales from recently 
opened shops that were not yet in our company-operated comparable store sales population during 2019. The decrease in company- 
operated comparable store sales resulted from a decrease in traffic partially offset by an increase in average check and certain menu 


price increases. 
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Cost of Goods Sold 


Cost of goods sold decreased by $2.8 million, or 2.5%, to $108.3 million for the fiscal year 2019, compared to $111.1 million 
for the fiscal year 2018, primarily due to a decrease in sales volume. As a percentage of sandwich shop sales, cost of goods sold 
increased to 26.6% for the fiscal year 2019, from 26.5% for the fiscal year 2018, primarily driven by product inflation partially offset 
by certain menu price increases. 


Labor and Related Expenses 


Labor and related expenses increased by $0.4 million, or 0.3%, to $128.4 million for the fiscal year 2019, from $128.0 million 
for the fiscal year 2018, primarily due to inflationary wage increases in certain states, which were partially offset by a decrease in 
expense from shops that have closed. As a percentage of sandwich shop sales, labor and related expenses increased to 31.6% for the 
fiscal year 2019, from 30.5% for fiscal year 2018, primarily driven by inflationary wage increases and sales deleverage. 


Occupancy Expenses 


Occupancy expenses decreased by $0.8 million, or 1.4%, to $59.0 million for the fiscal year 2019, from $59.8 million for the 
fiscal year 2018, primarily due to a decrease in expense from shops that have closed. As a percentage of sandwich shop sales, 
occupancy expenses increased to 14.5% for the fiscal year 2019, from 14.3% for the fiscal year 2018, primarily due to sales 
deleverage partially offset by certain menu price increases. 


Other Operating Expenses 


Other operating expenses decreased by $0.2 million, or 0.4%, to $50.2 million for the fiscal year 2019, from $50.4 million for 
the fiscal year 2018. The decrease was primarily attributable to a decrease in music and certain items variable with sales, partially 
offset by higher expenses related to third-party delivery partnerships driven by increased sales in that channel. As a percentage of 
sandwich shop sales, other operating expenses increased to 12.3% for fiscal year 2019, from 12.0% for fiscal year 2018, primarily 
driven by sales deleverage in operating expense items such as utilities and other expenses not directly variable with sales and an 
increase in expenses related to third-party delivery partnerships. 


General and Administrative Expenses 


General and administrative expenses increased by $1.0 million, or 2.3%, to $47.9 million for the fiscal year 2019, from $46.9 
million for the fiscal year 2018. As a percentage of revenues, general and administrative expenses increased to 11.7% for the fiscal 
year 2019, from 11.1% for the fiscal year 2018. These increases were driven primarily by non-recurring professional service fees and 
certain costs related to store closures, partially offset by a decrease in restructuring costs, stock-based compensation expense and 
performance-based incentive expenses. 


Depreciation Expense 


Depreciation expense decreased by $1.0 million, or 4.5%, to $22.1 million for the fiscal year 2019, from $23.1 million for the 
fiscal year 2018, primarily due to a lower depreciable base related to closed shops and lower existing shop capital investments. As a 
percentage of revenues, depreciation decreased to 5.4% for the fiscal year 2019, from 5.5% for the fiscal year 2018, driven by a lower 
depreciable base related to impaired and closed shops. 


Pre-Opening Costs 


Pre-opening costs decreased by $0.4 million, or 92.6%, to $35 thousand for the fiscal year 2019, from $0.5 million for the fiscal 
year 2018. The decrease was due to fewer shops opened during fiscal year 2019 compared to fiscal year 2018. 


Impairment and Loss on Disposal of Property and Equipment 


Impairment and loss on disposal of property and equipment decreased to $2.9 million for fiscal year 2019, compared to $13.6 
million for fiscal year 2018. After performing a periodic review of the Company’s shops during each fiscal quarter of 2019, it was 
determined that indicators of impairment were present for certain shops as a result of continued underperformance. The Company 
performed impairment analyses related to these shops and recorded impairment charges of $2.9 million for the excess of the carrying 
amount recorded on the balance sheet over the fair value of the assets. The Company performs impairment analyses on a quarterly 
basis which involves significant judgment by management including estimates of future cash flows and future growth rates, among 
other assumptions. Based on the Company’s current projections, no impairment, beyond what has already been recorded, has been 
identified. However, given the current challenges facing the industry and our business, future evaluations could result in additional 
impairment charges. 
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Interest Expense 


Interest expense was $0.2 million for the fiscal year 2019 and $0.1 million for the fiscal year 2018. 


Income Tax Expense 


Income tax expense increased by $16.4 million to $14.2 million for the fiscal year 2019, from a benefit of $2.2 million for the 
fiscal year 2018. The change was primarily attributable to the valuation allowance on deferred tax assets recorded by the Company 
during the first quarter of 2019, as a result of the changes in projected taxable income for 2019. 


During its assessment for the first quarter of 2019, the Company estimated it would be in a three-year cumulative loss position 
as of December 29, 2019. Therefore, the Company determined based on the available evidence that a full valuation allowance against 
its net deferred tax assets was required. Asa result of this valuation allowance, the Company did not provide for an income tax 
benefit on the pre-tax loss recorded for the year ended December 29, 2019. This accounting treatment has no effect on the Company’s 
ability to utilize deferred tax assets to reduce future cash tax payments. The Company will continue to assess the likelihood of the 
realization of its deferred tax assets and the valuation allowance will be adjusted accordingly. 
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Results of Operations 


Fiscal Year 2018 (52 Weeks) Compared to Fiscal Year 2017 (53 Weeks) 


The following table presents information comparing the components of net income for the periods indicated (dollars in 


thousands): 


Revenues 
Sandwich shop sales, net................ 
Franchise royalties and fees ........... 
Total revenues ............. cc eeeeeeeees 


Expenses 
(Percentages stated as a percent of 
sandwich shop sales, net) 

Sandwich shop operating expenses 
Cost of goods sold, excluding 
depreciation .........eeeeeeeeeeeees 
Labor and related expenses....... 
Occupancy expenses... 
Other operating expenses.......... 


(Percentages stated as a percent of 
total revenues) 
General and administrative 
OX POLSES is ccsccsrascacsucsessegnetaees deeretsasass 
Depreciation expense .........eeeeeees 
Pre-opening COSts ........cceeceeeeeteeees 
Impairment and loss on disposal of 
property and equipment .............. 
Total expenses iiss isiiccessscaseesavectseees 
Income from operations ............... 


Interest: Ex Pens ci... rises astiesuvacs 
Income (loss) before income taxes...... 
Income tax CXPeNse .......:ceeeeeeeeeseeeeeees 
Net income (lOSS)..........c:eseeeeeceeeteeeees 
Net income attributable to non- 
controlling interests ........ cesses 
Net income (loss) attributable to 
Potbelly Corporation............0000.0.. 


. Amount is less than 0.1% 


Revenues 


Fiscal Year 


% of % of Increase Percent 
2018 Revenues 2017 Revenues (Decrease) Change 
419,426 99.2% $ 424,932 99.3% $ (5,506) (1.3)% 
3,212 0.8 3,179 0.7 33 1.0 
422,638 100.0 428,111 100.0 (5,473) (1.3) 
111,083 26.5 113,426 26.7 (2,343) (2.1) 
127,962 30.5 126,337 29:7 1,625 1.3 
59,789 14.3 58,562 13.8 1,227 2.1 
50,363 12.0 49,209 11.6 1,154 2.3 
46,862 11.1 44,618 10.4 2,244 5.0 
23,142 5.9 25,680 6.0 (2,538) (9.9) 
472 0.1 1,441 0.3 (969) (67.2) 
13,567 3.2 10,761 2.5 2,806 26.1 
433,240 102.5 430,034 100.4 3,206 0.7 
(10,602) (2.5) (1,923) (0.4) (8,679) >100 
142 bs 124 o 18 14.5 
(10,744) (2.5) (2,047) (0.5) (8,697) >100 
(2,195) (0.5) 4,643 Ll (6,838) >(100) 
(8,549) (2.0) (6,690) (1.6) (1,859) 27.8 
329 i 266 * 63 23.7 
(8,878) (2.1)% $ (6,956) (1.6)% $ (1,922) 27.6% 


Revenues decreased by $5.5 million, or 1.3%, to $422.6 million for the fiscal year 2018, from $428.1 million for the fiscal year 
2017. This decrease was driven by a $5.6 million, or 1.4%, decrease in sales from company-operated comparable store shops, a 
decrease in sales of $9.1 million from shops that have closed and the impact of the additional week in fiscal 2017. These decreases 
were partially offset by increases in sales from shops that were not yet in our company-operated comparable store sales population 
during 2018. The decrease in company-operated comparable store sales resulted from a decrease in traffic partially offset by certain 


menu price increases. 
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Cost of Goods Sold 


Cost of goods sold decreased by $2.3 million, or 2.1%, to $111.1 million for the fiscal year 2018, compared to $113.4 million 
for the fiscal year 2017, primarily due to a decrease in sales volume. As a percentage of sandwich shop sales, cost of goods sold 
decreased to 26.5% for the fiscal year 2018, from 26.7% for the fiscal year 2017, primarily driven by certain menu price increases. 


Labor and Related Expenses 


Labor and related expenses increased by $1.6 million, or 1.3%, to $128.0 million for the fiscal year 2018, from $126.3 million 
for the fiscal year 2017, primarily due to new shop openings and inflationary wage increases in certain states, which were partially 
offset by a decrease in expense from shops that have closed. As a percentage of sandwich shop sales, labor and related expenses 
increased to 30.5% for the fiscal year 2018, from 29.7% for fiscal year 2017, primarily driven by inflationary wage increases and a 
decrease in company-operated comparable store shop revenue. 


Occupancy Expenses 


Occupancy expenses increased by $1.2 million, or 2.1%, to $59.8 million for the fiscal year 2018, from $58.6 million for the 
fiscal year 2017, primarily due to new shop openings and an increase in rent expense, real estate taxes, and common area maintenance. 
These increases were partially offset by a decrease in expenses from shops that have closed. As a percentage of sandwich shop sales, 
occupancy expenses increased to 14.3% for the fiscal year 2018, from 13.8% for the fiscal year 2017, primarily due to a decrease in 
company-operated comparable store shop revenue and an increase in real estate taxes, rent expense and common area maintenance. 
These increases in the percentage of revenue were partially offset by a decrease in expenses from shops that have closed. 


Other Operating Expenses 


Other operating expenses increased by $1.2 million, or 2.3%, to $50.4 million for the fiscal year 2018, from $49.2 million for 
the fiscal year 2017. The increase was attributable to certain investments in off-premise and information technology as well as higher 
utility costs. This increase was partially offset by a decrease in local shop marketing expenses. As a percentage of sandwich shop 
sales, other operating expenses increased to 12.0% for fiscal year 2018, from 11.6% for fiscal year 2017, primarily driven by a 
decrease in company-operated comparable store shop revenue, certain investments in off-premise and information technology and 
higher utility expenses. 


General and Administrative Expenses 


General and administrative expenses increased by $2.2 million, or 5.0%, to $46.9 million for the fiscal year 2018, from $44.6 
million for the fiscal year 2017. The increase was driven primarily by certain costs related to store closures, certain proxy-related legal 
costs, restructuring activities and advertising costs. These increases were partially offset by lower costs associated with our CEO 
transition and reductions to labor travel expenses. As a percentage of revenues, general and administrative expenses increased to 
11.1% for the fiscal year 2018, from 10.4% for the fiscal year 2017, primarily due to costs related to store closures, certain proxy- 
related legal costs, restructuring activities and advertising costs. These increases were partially offset by lower costs associated with 
our CEO transition and lower labor and travel expenses. 


Depreciation Expense 


Depreciation expense decreased by $2.5 million, or 9.9%, to $23.1 million for the fiscal year 2018, from $25.7 million for the 
fiscal year 2017, primarily due to a lower depreciable base related to closed shops and existing shop capital investments. As a 
percentage of revenues, depreciation decreased to 5.5% for the fiscal year 2018, from 6.0% for the fiscal year 2017, driven by a 
decrease in company-operated comparable store shop revenue and a lower depreciable base related to impaired and closed shops. 


Pre-Opening Costs 


Pre-opening costs decreased by $1.0 million, or 67.2%, to $0.5 million for the fiscal year 2018, from $1.4 million for the fiscal 
year 2017 


Impairment and Loss on Disposal of Property and Equipment 


Impairment and loss on disposal of property and equipment increased to $13.6 million for fiscal year 2018, compared to $10.8 
million for fiscal year 2017. After performing a periodic review of the Company’s shops during each fiscal quarter of 2018, it was 
determined that indicators of impairment were present for certain shops as a result of continued underperformance. The Company 
performed impairment analyses related to these shops and recorded impairment charges of $13.6 million for the excess of the carrying 
amount recorded on the balance sheet over the estimated fair value of the assets. The Company performs impairment analyses on a 
quarterly basis which involves significant judgment by management including estimates of future cash flows and future growth rates, 
among other assumptions. Based on the Company’s current projections, no impairment, beyond what has already been recorded, has 
been identified. However, given the current challenges facing the industry and our business, future evaluations could result in 
additional impairment charges. 
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Interest Expense 


Interest expense was $0.1 million for fiscal year 2018 and 2017 


Income Tax Expense 


Income tax expense decreased by $6.8 million to a benefit of $2.2 million for the fiscal year 2018, from an expense of $4.6 
million for the fiscal year 2017. This reduction in expense was attributable to 2018’s write-down of deferred tax assets as a result of 
the Tax Cuts and Jobs Act of 2017 (the “Tax Act”), of which no similar change occurred in 2018, and a reduction in the discrete tax 
expense associated with ASU 2016-09-Stock Compensation partially offset by the change in federal statutory rates. The effective tax 
rate was a benefit of 20.4% for the fiscal year 2018, compared to an effective rate of 226.8% for the fiscal year 2017. The favorable 
change to the effective tax rate relates to the Tax Act, of which no similar change occurred in 2018, and a reduction in the discrete tax 
expense associated with ASU 2016-09-Stock Compensation, partially offset by the change in federal statutory rates. 


Quarterly Results and Seasonality 


The following table sets forth certain unaudited financial and operating data in each fiscal quarter during the fiscal year 2019 
and 2018. The quarterly information includes all normal recurring adjustments that Potbelly considers necessary for the fair 
presentation of the information shown. This information should be read in conjunction with the Company’s consolidated financial 
statements and the related notes to those statements included Part I, Item 8, “Financial Statements and Supplementary Data” of this 
Annual Report on Form 10-K. 


2019 Fiscal Quarters Ended (1) 


March 31, June 30, September 29, December 29, 
2019 2019 2019 2019 
(unaudited; dollars in thousands) 
"Fotall T6Ve@nUes. .i5c525:96 eressinesdeshiniissheseeescesoeeshedsiessenaseaneoese $ 98,087 $ 105,630 $ 104,238 $§ 101,752 
Income (loss) from operations ...........cccceeceeseeteeeeeeteeeeeeees (4,723) (1,468) (2,143) (862) 
Net loss attributable to Potbelly Corporation ................ (18,439) (1,866) (2,355) (1,332) 
Total company-operated shops (end of period)................. 431 429 427 428 
Change in company-operated comparable store sales....... (4.7)% (4.0)% (3.0)% (0.1)% 
2018 Fiscal Quarters Ended (1) 
April 1, July 1, September 30, December 30, 
2018 2018 2018 2018 
(unaudited; dollars in thousands) 
Lota TEVEMUCS: 25cs.s03 0 Fees tessa baced ead easndes saat beads dtaststesedeaseseesdess $ 102,917 $ 110,347 $ 106,996 $ 102,378 
Income (loss) from Operations ..........cccccceeceseeteceeeeteeseeeeees (2,630) 95 (2,697) (5,370) 
Net loss attributable to Potbelly Corporation ..........0....0. (2,194) (360) (1,961) (4,363) 
Total company-operated shops (end of period)................. 438 436 435 437 
Change in company-operated comparable store sales....... (3.6)% (0.2)% (0.2)% (1.7)% 


Historically, customer spending patterns for company-operated shops are lowest in the first quarter of the year. Potbelly 
quarterly results have been and will continue to be affected by the timing of new shop openings and their associated pre-opening costs. 
As a result of these and other factors, Company financial results for any quarter may not be indicative of the results that may be 
achieved for a full fiscal year. 


Liquidity and Capital Resources 
General 


Potbelly’s on-going primary sources of liquidity and capital resources are cash provided from operating activities, existing cash 
and cash equivalents and the Company’s credit facility. Potbelly’s primary requirements for liquidity and capital are new shop 
openings, existing shop capital investments (maintenance and improvements), repurchases of Company common stock, lease 
obligations, purchases of existing franchise-operated shops, and working capital and general corporate needs. Potbelly’s requirement 
for working capital is not significant since the Company’s customers pay for their food and beverage purchases in cash or payment 
cards (credit or debit) at the time of sale. Thus, Potbelly is able to sell certain inventory items before the Company needs to pay its 
suppliers for such items. Company shops do not require significant inventories or receivables. Potbelly believes that these sources of 
liquidity and capital will be sufficient to finance the Company’s continued operations and expansion plans for at least the next twelve 
months. 
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The following table presents summary cash flow information for the periods indicated (in thousands): 


Fiscal Year 


2019 2018 2017 
Operating ACtVitleS i: seccaccszncesessesesceseccesaacageaasascersteansecesaeese $ 18,168 $ 30,988 $ 41,819 
Investing activities 2.0... ec cceesecseseecseceeeceeceeeeeceteeeeeeseeeeeees (14,365) (21,395) (34,684) 
Financing ACtivitles cé.i.i6 eset dovis see destecesde cats ates ai acadeasen: (4,772) (15,348) (4,984) 
Net increase (decrease) in CaSh ....c.ccccccseccsscssseescsseeeseeseseesees $ (969) $ (5,755) 3 2,151 


Operating Activities 


Net cash provided by operating activities decreased to $18.2 million for the fiscal year 2019, from $31.0 million for the fiscal 
year 2018. The $12.8 million decrease is primarily driven by an increase in loss from operations. 


Net cash provided by operating activities decreased to $31.0 million for the fiscal year 2018, from $41.8 million for the fiscal 
year 2017. The $10.8 million decrease is primarily driven by an increase in loss from operations. 


Investing Activities 


Net cash used in investing activities decreased to $14.4 million for the fiscal year 2019, from $21.4 million for the fiscal year 
2018. The decrease was primarily due to a decrease in construction costs for new shops as well as a decrease in capital expenditures 
related to IT projects. 


Net cash used in investing activities decreased to $21.4 million for the fiscal year 2018, from $34.7 million for the fiscal year 
2017. The decrease was primarily due to construction costs for 10 new company-operated shops opened for the fiscal year 2018 
compared to construction costs for 34 new company-operated shops opened for the fiscal year 2017 as well as a decrease in capital 
expenditures for future shop openings. 


Financing Activities 


Net cash used in financing activities decreased to $4.8 million for the fiscal year 2019, from $15.3 million for the fiscal year 
2018. The decrease was primarily driven by an $18.7 million decrease in repurchases of treasury stock offset by an $8.1 million 
decrease in proceeds from the exercise of stock options during the fiscal year 2019 compared the fiscal year 2018. 


Net cash used in financing activities increased to $15.3 million for the fiscal year 2018, from $5.0 million for the fiscal year 
2017. The increase in net cash used was mainly driven by $22.9 million of treasury stock repurchased during the fiscal year 2018 
compared to $12.9 million during the fiscal year 2017. 


Stock Repurchase Program 


On May 8, 2018, the Company announced that its Board of Directors authorized a stock repurchase program for up to $65.0 
million of its outstanding common stock. The program permits the Company, from time to time, to purchase shares in the open market 
(including in pre-arranged stock trading plans in accordance with the guidelines specified in Rule 10b5-1 under the Securities 
Exchange Act of 1934, as amended) or in privately negotiated transactions. The number of common shares actually repurchased, and 
the timing and price of repurchases, will depend upon market conditions, Securities and Exchange Commission requirements and 
other factors. Purchases may be started or stopped at any time without prior notice depending on market conditions and other 
factors. During fiscal year 2019, the Company repurchased 648 thousand shares of common stock for approximately $4.2 million 
under the stock repurchase program, including cost and commission, in open market transactions. At December 29, 2019, the 
remaining dollar value of authorization under the share repurchase program was $37.9 million, which includes commission. 
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Credit Facility 


On August 7, 2019, the Company entered into a second amended and restated revolving credit facility agreement (the "Credit 
Agreement") with JPMorgan Chase Bank, N.A. (“JPMorgan”) that expires in July 2022. The Credit Agreement amends and restates 
that certain amended and restated revolving credit facility agreement, dated as of December 9, 2015, and amended on May 3, 2019 
(collectively, the "Prior Credit Agreement") with JPMorgan. The Credit Agreement provides, among other things, for a revolving 
credit facility in a maximum principal amount of $40 million, with possible future increases of up to $20 million under an expansion 
feature. Borrowings under the credit facility generally bear interest at the Company’s option at either (1) a eurocurrency rate 
determined by reference to the applicable LIBOR rate plus a margin ranging from 1.25% to 1.75% or (i1) a prime rate as announced by 
JPMorgan plus a margin ranging from 0.00% to 0.50%. The applicable margin is determined based upon the Company’s consolidated 
total leverage ratio. On the last day of each calendar quarter, the Company is required to pay a commitment fee of 0.20% per annum in 
respect of any unused commitments under the credit facility. So long as certain total leverage ratios, EBITDA thresholds and 
minimum liquidity requirements are met and no default or event of default has occurred or would result, there is no limit on the 
“restricted payments” (primarily distributions and equity repurchases) that the Company may make, provided that proceeds of the 
loans under the Credit Agreement may not be used for purposes of making restricted payments. As of December 29, 2019, the 
Company had no amounts outstanding under the Credit Agreement. 


Off-Balance Sheet Arrangements 


As of December 29, 2019, the Company does not have any off-balance sheet arrangements, synthetic leases, investments in 
special purpose entities or undisclosed borrowings or debt that would be required to be disclosed pursuant to Item 303 of 
Regulation S-K under the Exchange Act. 


Contractual Obligations 


The following table presents contractual obligations and commercial commitments as of December 29, 2019 (in thousands): 


Payments Due By Period 
Less than More than 
Total 1 year 1-3 years 3-5 years 5 years 
Operating leases (a) .xi:.cnsicse ete weit heen: $ 333,711 $ 46,581 $ 81,735 $ 63,939 $ 141,456 
ACCOUNTS Payables cisacicnredec. ch eraisneceeee satiate: $ 3,886 § 3,886 § — § — $ = 
WOtal sees sscs sssestaseagencsssecsusvedivernsenhs sossvinteeteeveseeecaaecsuieehirerss $ 337,597 $ 50,467 $ 81,735 $ 63,939 $ 141,456 


(a) Includes base lease terms and certain optional renewal periods that are included in the lease term. Certain of these options are 
subject to escalation based on various market-based factors. 


Impact of Inflation 


Potbelly’s profitability is dependent, among other things, on the Company’s ability to anticipate and react to changes in the costs 
of key operating resources, including food and beverages, labor, energy and other services. Substantial increases in costs and expenses 
could impact the Company’s operating results to the extent such increases cannot be passed along to the customers. Apart from the 
commodity effects discussed above, in general, Potbelly has been able to substantially offset shop and operating cost increases 
resulting from inflation by altering the menu items, increasing menu prices, making productivity improvements or other adjustments. 
However, certain areas of costs, notably labor and utilities, can be significantly volatile or subject to significant changes due to 
changes in laws or regulations, such as the minimum wage laws. There can be no assurance that Potbelly will generate increases in 
comparable store sales in amounts sufficient to offset inflationary or other cost pressures. 


Critical Accounting Policies and Estimates 


Potbelly’s discussion and analysis of the financial condition and results of operations are based on Potbelly’s consolidated 
financial statements, which have been prepared in accordance with U.S. GAAP. The preparation of financial statements in conformity 
with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, 
revenues and expenses and the disclosure of contingent assets and liabilities. Actual results could differ from those estimates. Critical 
accounting policies are those that management believes are both most important to the portrayal of Potbelly’s financial condition and 
operating results, and require management’s most difficult, subjective or complex judgments, often as a result of the need to make 
estimates about the effect of matters that are inherently uncertain. The Company bases its estimates on historical experience and other 
factors that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the 
carrying value of assets and liabilities that are not readily apparent from other sources. Judgments and uncertainties affecting the 
application of those policies may result in materially different amounts being reported under different conditions or using different 
assumptions. Potbelly’s significant accounting policies can be found in Note 2 to the consolidated financial statements in Item 8. 
Potbelly considers the following policies to be the most critical in understanding the judgments that are involved in preparing the 
Company’s consolidated financial statements. 
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Impairment of Long-Lived Assets 


The Company assesses potential impairments to its long-lived assets, which includes property and equipment and right-of-use 
assets for operating leases, whenever events or circumstances indicate that the carrying amount of an asset may not be recoverable. 
Assets are grouped at the individual shop-level for purposes of the impairment assessment because a shop represents the lowest level 
for which identifiable cash flows are largely independent of the cash flows of other assets and liabilities. Recoverability of an asset 
group is measured by a comparison of the carrying amount of an asset group to its estimated forecasted shop cash flows expected to be 
generated by the asset group. If the carrying amount of the asset group exceeds its estimated forecasted shop cash flows, an 
impairment charge is recognized as the amount by which the carrying amount of the asset group exceeds the fair value of the asset 
group. The fair value of the shop assets is determined using the income approach. Key inputs to this approach include forecasted shop 
cash flows, discount rate, and estimated market rent, which are all classified as Level 3 inputs. Level 3 inputs are derived from 
valuation techniques in which one or more significant inputs or significant value drivers are unobservable. The Company used a 
weighted average cost of capital to discount the future cash flows. A 100 basis point change in weighted average cost of capital would 
not have a material impact on the calculation of an impairment charge. After performing periodic reviews of Company shops during 
each quarter of 2019, 2018 and 2017, it was determined that indicators of impairment were present for certain shops as a result of 
continued underperformance. The Company performed an impairment analysis for these shops and recorded impairment charges of 
$2.6 million, $13.4 million and $10.6 million for the fiscal years 2019, 2018 and 2017, respectively, which is included in impairment 
and loss on disposal of property and equipment in the consolidated statements of operations. Based on the Company’s analysis, no 
impairment, beyond what has already been recorded, has been identified. Given the current challenges facing the industry and our 
business, future evaluations could result in additional material impairment charges. 


Income Taxes 


Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are attributable to 
differences between amounts recorded in our financial statements and our income tax returns. Deferred tax assets, net of any valuation 
allowances, represent the future tax return consequences of those differences and for operating loss and tax credit carryforwards, 
which will be deductible when the assets are recovered. Deferred tax assets are reduced by a valuation allowance if it is deemed more 
likely than not that some or all of the deferred tax assets will not be realized. In assessing the realizability of deferred tax assets, we 
consider all available positive and negative evidence, including scheduled reversals of deferred tax liabilities, projected future taxable 
income, tax planning strategies, and results of recent operations. The ultimate realization of deferred tax assets is dependent upon the 
generation of future taxable income during the periods in which those temporary differences become deductible. 


During its assessment for the first quarter of 2019, the Company estimated it would be in a three-year cumulative loss position 
as of December 29, 2019. Therefore, the Company determined based on the available evidence that a full valuation allowance against 
its net deferred tax assets was recorded. Asa result of this valuation allowance, the Company did not provide for an income tax 
benefit on the pre-tax loss recorded for the year ended December 29, 2019. This accounting treatment has no effect on the Company’s 
ability to utilize deferred tax assets to reduce future cash tax payments. The Company will continue to assess the likelihood of the 
realization of its deferred tax assets and the valuation allowance will be adjusted accordingly. 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
Interest Rate Risk 


Potbelly is subject to interest rate risk in connection with borrowings under the credit facility, which bears interest at variable 
rates. As of December 29, 2019, the Company had no amounts outstanding under the credit facility. A 100 basis point change in the 
interest rate would not have a material impact on the Company’s financial condition or results of operations. Potbelly did not have any 
material exposure to interest rate market risks for fiscal year 2019. 


Commodity Price Risk 


Potbelly is also exposed to commodity price risks. Many of the food products the Company purchases are subject to changes in 
the price and availability of food commodities, including among other things beef, poultry, grains, dairy and produce. Prices may be 
affected due to market changes, increased competition, the general risk of inflation, shortages or interruptions in supply due to 
weather, disease or other conditions beyond our control, or other reasons. Potbelly works with its suppliers and uses a mix of forward 
pricing protocols for certain items under which the Company agrees with suppliers on fixed prices for deliveries at some time in the 
future, fixed pricing protocols under which the Company agrees on a fixed price with the supplier for the duration of that protocol and 
formula pricing protocols under which the prices Potbelly pays are based on a specified formula related to the prices of the goods, 
such as spot prices. Potbelly’s use of any forward pricing arrangements varies substantially from time to time and these arrangements 
tend to cover relatively short periods (i.e., typically twelve months or less). The Company does not enter into futures contracts or other 
derivative instruments. Increased prices or shortages could generally affect the cost and quality of the items Potbelly buys or may 
require us to further raise prices or limit the Company’s menu options. These events, combined with other general economic and 
demographic conditions, could impact Potbelly’s pricing and negatively affect the Company’s sales and profit margins. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


To the Stockholders and Board of Directors of Potbelly Corporation and subsidiaries 
Chicago, Illinois 


Opinion on the Financial Statements 


We have audited the accompanying consolidated balance sheets of Potbelly Corporation and subsidiaries (the "Company") as of 
December 29, 2019 and December 30, 2018, the related consolidated statements of operations, equity, and cash flows for each of the 
three years in the period ended December 29, 2019, and the related notes (collectively referred to as the "financial statements"). In our 
opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of December 29, 2019 
and December 30, 2018, and the results of its operations and its cash flows for each of the three years in the period ended December 
29, 2019, in conformity with accounting principles generally accepted in the United States of America. 


We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) 
(PCAOB), the Company's internal control over financial reporting as of December 29, 2019, based on criteria established in /nternal 
Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission and our 
report dated February 27, 2020, expressed an unqualified opinion on the Company's internal control over financial reporting. 


Change in Accounting Principle 


As discussed in Note 8 to the consolidated financial statements, the Company changed its method of accounting for leases in the year 
ended December 29, 2019 due to the adoption of ASU No. 2016-02 Leases (Topic 842) using the modified retrospective approach. 


Basis for Opinion 


These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the 
Company's financial statements based on our audits. We are a public accounting firm registered with the PCAOB and are required to 
be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and 
regulations of the Securities and Exchange Commission and the PCAOB. 


We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit 
to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. 
Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to 
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence 
regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used 
and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe 
that our audits provide a reasonable basis for our opinion. 


/s/ Deloitte & Touche LLP 


Chicago, Illinois 
February 27, 2020 


We have served as the Company's auditor since 2005. 


44 


Potbelly Corporation and Subsidiaries 
Consolidated Balance Sheets 
(amounts in thousands, except par value data) 


December 29, December 30, 
2019 2018 

Assets 
Current assets 
Cash, and ‘cash equivalent 3 .c.3:./.d.icreccdicts iets ecardetts athe deans astride ds tied cseeshiensattedetes $ 18,806 §$ 19,775 
Accounts receivable, net of allowances of $202 and $113 as of December 29, 2019 
and December 30,2018, respectively....isi..3 cicccceciesi cs sseeieveasss nedeGnedodeeesceiesdeesseeancsdoneseey 4,257 4,737 
TGV Y ONCOL SS os soceee 55 ncePustssazcaeacub ace ose teatasestvasuatisan ci easevces Mueechishcexcde eiacesetanacesseidenasselect se 3,473 3,482 
Prepaid expenses and other current assets ..........:ccccescsecceseceeeeseeeeceteeeeeeeeeeeeeaeeeeeeeeeneeeaees 5,687 11,426 
Total current assets 20.0.0... .cc ce cccccccesseeceseeceeseeecesseeeceeececseeecsssececeeeececseeecesueeecessesenteeeees 32,223 39,420 
Propérty-and equipment; net ..i:<i isi cincaeaie dings dein alaninuia amounts 79,032 87,782 
Right-of-use assets for operating leases 0.0... ce seeeessesseeeeseeeeeeeeeceeeeeeeeeeceeateeeeaeeeneeeeaes 211,988 —= 
Indefinite-lived intangible assets ..........cccccsccsessecsceeseceeceseceeceeeeceeeeeeeseeeeeeseeesecaeeeaeeaees 3,404 3,404 
GOGO WAN 0: cs shsccecvienncsdstssesteshsntavetesndsajaaceoncaiedsvepestépatsspesaasenstategeacaveshesavesouseepestendsbenesoey 2,222 2,222 
Deferredincome taxes, NOn=CUITeNt 5.260255 2.083 5: isehesdd Jae estates. cndeinralisaeiaank — 13,385 
Deferred expenses, net and other assets .........::ccccssesseceeceseceeceeeeeceeeeeseeeeeeeeseeeeeeaeenseenees 4,010 7,002 
"POtALASSCUS | i. ees cecesse ves secate crac eoesee Gi andectab dead casleoledadigesucaveda Seveeiseledcsdsité cadseate nade reves $ 332,879 §$ 153,215 

Liabilities and Equity 
Current liabilities 
Accounts payable....c.ccccccccececscsssssescseseseseeesesescsesececaesesenescseseneececaeeesececseeeeeeeeaeeeeaeeeeeaees $ 3,886 § 3,835 
Accrited, €xpenses)si.iitisa cvishasld vaste ahi Galdve osiannvat ia nasi 20,398 25,029 
Short-term operating lease liabilities... eee seseeceseeceeeceecseeeeecnecaeeaeeseceesateeeaesarenees 29,319 —= 
ACCTUCH INCOME LAKES 5 6c 52es25isedasce dashes eacedasieacantesafetaaptesesead ides. Meldeievaastacadieasasestiieeies 171 162 
Total current liabilities. ........0.000 cc ccccecccccecesseeeceececssaececeecsensceeecesensseeeeecessaeeeeeeee 53,774 29,026 
Deferred rent and landlord allowances ...........ccccccccsccessececssseceesececeesececsscececsseecesseeeenseeees — 22,905 
Long-term operating lease liabilities :o:..c.- ccs incon ci coteeencevcstccssteeioioescideestesssnsebeveasdessnan evils 206,726 = 
Other long-term liabilities 00... eee cceesecsceeseceeeeeecseceaeceeceaeeeeeseeeceeeeeeeeseeneecaeeeseenees 3,210 5,751 
POtal Wa Dwi wcesscdanccsenses.teese send. ressasend essesaxeenancanece ovens dhvadavted  cevaaestd eveenas Pet edeevsteonences sates 263,710 57,682 
Commitments and contingencies (Note 14) .....ccccceecceecesecesceseeeeceneeeeeeeeeeeeeseesseeaeeneeeaees 

Equity 
Common stock, $0.01 par value—authorized 200,000 shares; outstanding 23,638 and 
24,143 shares as of December 29, 2019 and December 30, 2018, respectively ............ 331 330 
Additional paid-in-capital ...........ccccecceescesecesceseeeeceeeeeeeseeceeeseecaecaaecaeeeaeaeseaeeaeseeeseeseeeeees 435,278 432,771 
Treasury stock, held at cost, 9,465 and 8,801 shares as of December 29, 2019, and 
December 30, 2018, respectively sicsscccsiscessscssceceadeads cavee seats cc debcvadequassiaationcsdten ess catiadeaes (112,680) (108,372) 
Accumulated deficit. isc. ccrsisateeeies Hen aad Hott baer ante eede bo ees (254,081) (229,558) 
Potal stockholders” 6quILY sr vescdneeunacettindachin nies cancer ina aann 68,848 95,171 
Non-coritrollin & Interest iss eccsscecssecstesccxessakeccesaeetecenusatechveravent eececdeoetecseaneraaeeleeceoanssereaes 321 362 
tall CQUItY ci. ccc i5 ec cases sesisca es is dics vses ste ee essed deudesci cee wvetbanebbea sen deesebnnsccaadoeendespostenldcetatiys 69,169 95,533 
Total liabilities and equity 0.0.0... cee ene cne ce ceseeecaeeseceeeeeeeeeeeeeseneseeesaeeaeeaees $ 332,879 $ 153,215 


See accompanying notes to the consolidated financial statements. 
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Potbelly Corporation and Subsidiaries 
Consolidated Statements of Operations 
(amounts and shares in thousands, except per share data) 


Fiscal Year 


2019 2018 2017 
Revenues 
Sandwich: Shop Sales: Met xcescsscaecceseasshecsaseiseivesscttidec seeaceshasssdadestecahesrs iets $ 406,688 $ 419,426 $ 424,932 
Franchise royalties and fe@S..........cccecceeseescessecseeseeceeeeeeceeeaeeeeeeteeeeeeeeeereees 3,019 3,212 3,179 
WOtall PEVEMUES :icisscs:si2ses<s0ibedecedeessde$ ss shceenschs esteeesixincebesdiceeveeeesdasbeessexs voise 409,707 422,638 428,111 
Expenses 
Sandwich shop operating CxPeMses ..........seceeceesseeseeeecseeeeeeceeeeeeereeeeaeeneaes 
Cost of goods sold, excluding depreciation ............eceeeeceeteeeeeeeeeeees 108,326 111,083 113,426 
Labor and related expenses ...........ccccceseseeecsceeseceeceseeeeeeeeeeeteeeeeneeeeeees 128,403 127,962 126,337 
Occupalicy Expenses «i ..i ci adisdasivtscesivnae idiittansiniaarora is 58,977 59,789 58,562 
Other Operating Expenses... cc: isecicoaiine iseteseersnesteeneedeotsrssnat eo: 50,178 50,363 49,209 
General and administrative CxPenses..........ccccceceesecsseeseceeceteeeeeeteeeeeeeeeeeeees 47,949 46,862 44,618 
DGpreciatiOm eX PGMS x. ost 0sces is ssestese tessstbendetiiiedde nee Geadedeextats vticedeeLsectesevess 22,103 23,142 25,680 
Pre-Opening COStS sii iscsi aiead ian inecieiedsee eves aiden 35 472 1,441 
Impairment and loss on disposal of property and equipment...............05 2,932 13,567 10,761 
PPO tALsSX SM SOS) ses dete sereseveecznacotseza th teacess aches saves neeeransespereediesdueesenaneoueea enna 418,903 433,240 430,034 
LOSS. fOM-OPCTAlIONS. sees cessed aes dah eas eSedecncssatiess oecseasscedetagesceive Gioasscanlonseesveens (9,196) (10,602) (1,923) 
IMPSPESU EX PENS Cresccctesseerst tece noses atest sheet eatanscrcionacda Mea Renate ateeds 199 142 124 
LOss: before INCOME TAXES ves cccsscessvcssseastzedeness sacasaveds ecosssseseeveshcesstess choses nema (9,395) (10,744) (2,047) 
Income tax expense (benefit)... eceeccesceescesceeseeeeeeeeeeecseeeeeeseecaeesaecaeeeaeeeeaee 14,190 (2,195) 4,643 
INGE MOSS eo cacees cecsc ates dedtcsac otiact cc atetaestestsaiedeesatassetessdct sates ceptteapeleuse ct itesastesteasdncsecas (23,585) (8,549) (6,690) 
Net income attributable to non-controlling interest ...........cececeeseeceeteeeteeneeeees 407 329 266 
Net loss attributable to Potbelly Corporation ...............cccccccsessesesseseeseeeeeees $ (23,992) $ (8,878) $ (6,956) 
Net loss per common share attributable to common 
stockholders: 
IB ASIG oresucsusavsssuseus asters sent evcsteesautsessestensoscnpetas ange veamaaecees enter eesti: cueumentne eanteneas $ (1.01) $ (0.35) $ (0.28) 
1 | =y 6 a eee eee eee eee $ (1.01) $ (0.35) $ (0.28) 
Weighted average shares outstanding: 
MB ASU i eee cee iat he cob echses escriss et eeccrenactoe cacteeese cacaenteineea eGo tects 23,850 25,173 25,045 
MYA eh gst souateas Soege Va cases saps acdsee satenhe digo vetss sees te eaeeet eee esses diate 23,850 25,173 25,045 


See accompanying notes to the consolidated financial statements. 
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Potbelly Corporation and Subsidiaries 
Consolidated Statements of Equity 
(amounts and shares in thousands) 


Additional Non- 
Common Stock Treasury Paid-In- Accumulated Controlling 
Shares Amount Stock Warrants Capital Deficit Interest Total Equity 

Balance at December 25, 2016..........:ccecee 25,139 $ 309 $ (72,321)$ 909 $407,622 $ (213,034) $ 751 $ 124,236 

Net income (LOSS) .......ccesceeseeseeseeeeeeeeeeees — — — — — (6,956) 266 (6,690) 

Stock-based compensation plans ............. 697 7 — — 6,480 — — 6,487 

Exercise of stock warrants ...........c.cc:c00 242 2 — (909) 2,879 a — 1,972 

Repurchases of common stock................. (1,078) (12,941) — — — — (12,941) 

Distributions to non-controlling interest.. — — — — —_ — (513) (513) 

Contributions from non-controlling 

MINGLE bee csee sss ech 3esvoud ep nastsa sets aeceeseeeetauer se — — — — — — 11 11 

Stock-based compensation expense......... — — — a 4,676 — — 4,676 
Balance at December 31, 2017................... 25,000 $ 318 $ (85,262) $ — $421,657 $ (219,990) $ 515 $ 117,238 

Net income (LOSS) .......::ceseeceeseeeeeeeeeeeeeeeees — — — — — (8,878) 329 (8,549) 

Cumulative impact of Topic 606, net of 

TAKIOE G2 9 Os citar cassssoesereattestcvemscteesd — — — — — (690) — (690) 

Stock-based compensation plans ............. 1,112 12 — — 8,232 — — 8,244 

Treasury shares used for stock-based 

Plans eo skvciececitieessdkdnd i redeneeiiess (16) — (194) — — — — (194) 

Repurchases of common stock................. (1,953) — (22,916) — — _— — (22,916) 

Distributions to non-controlling interest. — — — — — — (580) (580) 

Contributions from non-controlling 

MMOD OS esops2cgea se ateen ceseventorsusssest epossercstanetiayes — — — — — — 98 98 

Stock-based compensation expense......... — — — — 2,882 — — 2,882 
Balance at December 30, 2018................... 24,143 $ 330 $(108,372) $ — $432,771 $ (229,558) $ 362 $ 95,533 

Net income (1OSS) «:..scs.e.cccessciesssseessaeveceense — — — — — (23,992) 407 (23,585) 

Cumulative impact of Topic 842, net of 

TAX OF G19 Ge. si sere dc tacked ater dlestidek — — — — — (531) — (531) 

Stock-based compensation plans ............. 159 1 — — 172 — — 173 

Treasury shares used for stock-based 

PLANS coors sadeacsineteescoettveseeeeaie dere depdieti eet (16) — (91) — a — — (91) 

Repurchases of common stock................. (648) — (4,217) — — aa — (4,217) 

Distributions to non-controlling interest. — — — — — — (523) (523) 

Contributions from non-controlling 

INCELESt Hs scievhssei shan oases lade — — — — — — 75 75 

Stock-based compensation expense......... — — — — 2,335 — — 2,335 
Balance at December 29, 2019.................... 23,638 $ 331 $(112,680) $ — $435,278 §$ (254,081) $ 321 $ 69,169 


See accompanying notes to the consolidated financial statements. 
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Potbelly Corporation and Subsidiaries 
Consolidated Statements of Cash Flows 
(amounts in thousands) 


Fiscal Year 


2019 2018 2017 
Cash flows from operating activities: 

INGE VOSS 22 gcse teehee cee cease seac coca fe dc gts Perea etre tenet te tase eee ctteo ta? $ (23,585) $ (8,549) $ (6,690) 

Adjustments to reconcile net loss to net cash provided by operating 

activities: 

Depreciatiom: expense ....ciscccesesecsiscsseccscssssansseccsziecssees vances sacavicesenssanisesssscdsrtecsase 22,103 23,142 25,680 

Noncash lease:expense: .iic.05 cesiensa cite isn niseniianatined ido hen savin 27,853 — — 

Deferred INCOME tax xssccsauezevevs eves sxdeedsavedbestencasanesasmeadeszcbegeaseezesnceteeeneietoendsactexetve 13,808 (3,016) 6,096 

Deferred rent and landlord allowances ...........ccccccscceesseesecessecessecsseeeseeeseeesseeeseeens — (82) 1,911 

Stock-based compensation CXPCMNSC..........cececccecceseeeeceeseeeceseeeseeaeeceeceeecaeeeaeeteenaees 2,335 2,882 4,676 

Excess tax deficiency from stock-based compensation. ...........c:ccsccecceseeseeteeeeees — 1,089 2,112 

Asset impairment, store closure and disposal of property and equipment.......... 2,989 13,762 10,947 

Amortization of debt issuance COStS .......cccceceeseesseeseceseesececeseeneceseeeeeeeeeseseeeteess 55 37 37 

Changes in operating assets and liabilities: 

Accounts receivable, net ........ccccccccssecsscessseseccesseceseecsecessecsececssceeeesseeesaeesees 480 100 (650) 

TM VOMtOPICS ci ces seit csaed cones cdidecsteecea senaes iaveers eiauadiqiae Manesbistaisiaansceetea nein 9 43 (160) 

Prepaid expenses and other assets ..........ccccecceseecesceeeeeseeeseceeeceeceeeeaeesaeeeentees 5,917 (694) (3,190) 

ACCOUMLS PaVa Bless, ccks.cesssscc.zsstersupeteaneveunes Sentabencads cana ceede Pease deegeteanesdendreanmeaade (249) 177 286 

Operating Tease Wa bili So 2c5 eco steisesetiessestes shes peschssuesnesssseids paisieeeteehlgsttoapesaeed (29,725) — — 

Accrued expenses and other liabilities ...0.......ccccceeeseeecceseeesceseeeeceseeeseeneeeaes (3,822) 2,097 764 
Net cash provided by operating activities 2.0.0.0... eee ecseceeeceteceneeceeeeeneeeeneeeees 18,168 30,988 41,819 
Cash flows from investing activities: 

Purchases of property and equipMent........... cc cccesceessessecsecesecseceseeeeceeeteeneeeeeeees (14,365) (21,395) (34,684) 
Net cash used in investing activities... cc cceececseceeceeeeeeteceteeeeceeeeeeenseeerenes (14,365) (21,395) (34,684) 
Cash flows from financing activities: 

Treasury stock Tepurchase ..iisi.csisccisscsstesscdscevsdeatagaiesceatecedesceasteasteadesectteneviaaeines: (4,217) (22,916) (12,941) 

Debt. 1SSuan Ce COStS A ssvecveccieteies tees cos sedl es sso iesas ear eskeeeke watiee eae a (189) — — 

Proceeds from exercise of stock OptiONs .........ccceccesceesseececseeesececeeeeeceteeeeeneeeeteees 173 8,244 6,487 

Proceeds from exercise of stock Warrants ............ccccccccessecessececescecessseecesseeessneeeens — — 1,972 

Employee taxes on certain stock-based payment arrangements...............::0cce0 (91) (194) — 

Contributions from non-controlling interest... ceecseseeseeeeeeceeeeeeeceeeneeereerenes 75 98 11 

Distributions to non-controlling interest..........cccccececeeeeeseeeeeceeceseceeceteeeeeeteeeeeees (523) (580) (513) 
Net cash used in financing activities 2.00.00... cccccecceceeceeeeseeeeceeeeeceeeeteeeeeeereees (4,772) (15,348) (4,984) 
Net increase (decrease) in cash and cash equivalents ............ccecceeseeseeeteeeeeeeenseeeees (969) (5,755) 2,151 
Cash and cash equivalents at beginning Of period ...........ceseeeeeseseeeeeeeeeeeeeeereeeeneeeees 19,775 25,530 23,379 
Cash and cash equivalents at end Of period .........ccccccesscesecscecsesececseeecseceeseeseseenees $ 18,806 §$ 19,775 §$ 25,530 
Supplemental cash flow information: 

THE OMEAARKES: Paid vise: eseeteiaaieaee ast aid Gein dee ee eae $ 187 $ 250 §$ 1,656 
Timterest Paid ios cccceccceseisaeee siete sccusances sis astesevecdeticsnds <wshtiededa set ioacdscccuiacisteedestedinésdaeasate 108 110 94 
Supplemental non-cash investing and financing activities: 

Unpaid liability for purchases of property and equipment............cccccceseeeeseeeeeeees $ 1,198 $ 751 §$ 1,741 


See accompanying notes to the consolidated financial statements. 
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(1) Organization and Other Matters 
Business 


Potbelly Corporation, a Delaware corporation, together with its subsidiaries (collectively referred to as “the Company,” 
“Potbelly,” “we,” “us”, or “our”), owns or operates more than 400 company-owned shops in the United States as of December 29, 
2019. Additionally, Potbelly franchisees operate over 40 shops domestically. 


(2) Summary of Significant Accounting Policies 
(a) Principles of Consolidation 


The consolidated financial statements include the accounts of Potbelly Corporation; its wholly owned subsidiary, Potbelly 
Illinois, Inc. (“PIP’); PH’s wholly owned subsidiaries, Potbelly Franchising, LLC and Potbelly Sandwich Works LLC (“LLC”); seven 
of LLC’s wholly owned subsidiaries and LLC’s seven joint ventures, collectively, the “Company.” All intercompany balances and 
transactions have been eliminated in consolidation. For consolidated joint ventures, non-controlling interest represents a non- 
controlling partner’s share of the assets, liabilities and operations related to the seven joint venture investments. The Company has 
ownership interests ranging from 51-80% in these consolidated joint ventures. 


The Company does not have any components of other comprehensive income (loss) recorded within its consolidated financial 
statements, and, therefore, does not separately present a statement of comprehensive income (loss) in its consolidated financial statements. 


(b) Reporting Period 


The Company uses a 52/53-week fiscal year that ends on the last Sunday of the calendar year. Approximately every five or six 
years a 53rd week is added. Fiscal years 2019, 2018 and 2017 consisted of 52, 52 and 53 weeks, respectively. 


(c) Segment Reporting 


The Company owns and operates Potbelly Sandwich Shop concepts in the United States. The Company also has domestic 
franchise operations of Potbelly Sandwich Shops concepts. The Company’s chief operating decision maker (the “CODM”) is its Chief 
Executive Officer. As the CODM reviews financial performance and allocates resources at a consolidated level on a recurring basis, 
the Company has one operating segment and one reportable segment. 


(d) Use of Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles in the United States of 
America (“U.S. GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities, revenues and expenses and the disclosure of contingent assets and liabilities. Significant estimates include amounts for long- 
lived assets and income taxes. Actual results could differ from those estimates. 


(e) Fair Value Measurements 


The Company applies fair value accounting for all financial assets and liabilities and nonfinancial assets and liabilities that are 
recognized or disclosed at fair value in the financial statements on a recurring basis. Fair value is defined as the price that would be 
received from selling an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement 
date. When determining the fair value measurements for assets and liabilities that are required to be recorded at fair value, the 
Company assumes the highest and best use of the asset by market participants in which the Company would transact and the market- 
based risk measurements or assumptions that market participants would use in pricing the asset or liability, such as inherent risk, 
transfer restrictions, and credit risk. 
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The Company applies the following fair value hierarchy, which prioritizes the inputs used to measure fair value into three levels, 
and bases the categorization within the hierarchy upon the lowest level of input that is available and significant to the fair value 
measurement: 


e Level 1 — Quoted prices in active markets for identical assets or liabilities. 


° Level 2 — Observable inputs other than quoted prices in active markets for identical assets or liabilities, quoted prices for 
identical or similar assets or liabilities in inactive markets, or other inputs that are observable or can be corroborated by 
observable market data for substantially the full term of the assets or liabilities. 


° Level 3 — Inputs that are both unobservable and significant to the overall fair value measurement reflect an entity’s 
estimates of assumptions that market participants would use in pricing the asset or liability. 


(f) Financial Instruments 


The Company records all financial instruments at cost, which is the fair value at the date of transaction. The amounts reported in 
the consolidated balance sheets for cash and cash equivalents, accounts receivable, accounts payable and all other current liabilities 
approximate their fair value because of the short-term maturities of these instruments. 


(g) Cash and Cash Equivalents 


The Company considers all highly liquid investment instruments with an original maturity of three months or less when 
purchased to be cash equivalents. The Company maintains its cash in bank deposit accounts that, at times, may exceed federally 
insured limits; however, the Company has not experienced any losses in these accounts. The Company believes it is not exposed to 
any significant credit risk. These are valued within the fair value hierarchy as Level | measurements. 


(h) Accounts Receivable, net 


Accounts receivable, net consists of amounts owed from credit card processors, customers, third-party delivery platforms, 
vendors and other miscellaneous receivables. 


(i) Inventories 


Inventories, which consist of food products, paper goods and supplies, and promotional items, are valued at the lower of cost 
(first-in, first-out) or net realizable value. No adjustment is deemed necessary to reduce inventory to the lower of cost or net realizable 
value due to the rapid turnover and high utilization of inventory. 


(j) Property and Equipment 


Property and equipment acquired is recorded at cost less accumulated depreciation. Property and equipment is depreciated based 
on the straight-line method over the estimated useful lives, generally ranging from three to five years for furniture and fixtures, 
computer equipment, computer software, and machinery and equipment. Leasehold improvements are depreciated over the shorter of 
their estimated useful lives or the related lease life, generally 10 to 15 years. For leases with renewal periods at the Company’s option, 
the Company determines the expected lease period based on whether the renewal of any options are reasonably assured at the 
inception of the lease. 


Direct costs and expenditures for refurbishments and improvements that significantly add to the productive capacity or extend 
the useful life of an asset are capitalized, whereas the costs of repairs and maintenance are expensed when incurred. Capitalized costs 
are recorded as part of the asset to which they relate, primarily to leasehold improvements, and such costs are amortized over the 
asset’s useful life. When assets are retired or sold, the asset cost and related accumulated depreciation are removed from the 
consolidated balance sheet and any gain or loss is recorded in the consolidated statement of operations. 
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(k) Indefinite-Lived Intangible Assets 


The Company reviews indefinite-lived intangible assets, which includes goodwill and tradenames, annually at fiscal year-end 
for impairment or more frequently if events or circumstances indicate that the carrying value may not be recoverable. An impaired 
asset is written down to its estimated fair value based on the most recent information available. The Company assesses the fair values 
of its intangible assets, and its reporting unit for goodwill testing purposes, using an income-based approach. Under the income 
approach, fair value is based on the present value of estimated future cash flows. The income approach is dependent on a number of 
factors, including forecasted revenues and expenses, appropriate discount rates and other variables. The annual impairment review 
utilizes the estimated fair value of the intangible assets and the overall reporting unit and compares the estimated fair values to the 
carrying values as of the testing date. If the carrying value of these intangible assets or the reporting unit exceeds the fair values, the 
Company would then use the fair values to measure the amount of any required impairment charge. No impairment charge was 
recognized for intangible assets for any of the fiscal periods presented. 


(l) Pre-opening Costs 


Pre-opening costs consist of costs incurred prior to opening a new shop and are made up primarily of travel, employee payroll 
and training costs incurred prior to the shop opening, as well as occupancy costs incurred from when the Company takes site 
possession to shop opening. Shop pre-opening costs are expensed as incurred. 


(m) Advertising Expenses 


Advertising costs are expensed as incurred and are included in general and administrative expenses in the consolidated 
statements of operations. Advertising expenses were $4.1 million, $4.3 million and $3.4 million in fiscal years 2019, 2018 and 2017, 
respectively. 


(n) Income Taxes 


Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are attributed to 
differences between financial statement and income tax reporting. Deferred tax assets, net of any valuation allowances, represent the 
future tax return consequences of those differences and for operating loss and tax credit carryforwards, which will be deductible when 
the assets are recovered. Deferred tax assets are reduced by a valuation allowance if it is deemed more likely than not that some or all 
of the deferred tax assets will not be realized. In making this assessment of the realizability of deferred tax assets, the Company 
considers all positive and negative evidence as to whether it is more likely than not that some portion or all of the deferred tax assets 
will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during 
the periods in which those temporary differences become deductible. The Company considers the scheduled reversal of deferred tax 
liabilities, projected future taxable income, and tax planning strategies in making this assessment. Deferred tax liabilities are 
recognized for temporary differences that will be taxable in future years’ tax returns. 


The Company accounts for uncertain tax positions under current accounting guidance, which prescribes a minimum probability 
threshold that a tax position must meet before a financial statement benefit is recognized. The minimum threshold is defined as a tax 
position that is more likely than not to be sustained upon examination by tax authorities, based on the technical merits of the position. 
The tax benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of being realized 
upon ultimate settlement. 


(0) Stock-Based Compensation 


The Company has granted stock options under its 2004 Equity Incentive Plan (the “2004 Plan”), 2013 Long-Term Incentive 
Plan (the “2013 Plan’) and 2019 Long-Term Incentive Plan (the “2019 Plan’’), as amended (the “2019 Plan” and together with the 
2013 Plan and 2004 Plan, the “Plans’’) and restricted stock units (“RSUs’’) under its 2013 Plan and 2019 Plan. The Plans permit the 
granting of awards to employees and non-employee officers, consultants, agents, and independent contractors of the Company in the 
form of stock appreciation rights, stock awards and units, and stock options. The Plans give broad powers to the Company’s board of 
directors to administer and interpret the Plans, including the authority to select the individuals to be granted options and rights and to 
prescribe the particular form and conditions of each option to be granted. On May 16, 2019, the Company’s stockholders approved the 
2019 Plan and, in connection therewith, all equity awards made after that date were made under the 2019 Plan. All remaining shares of 
common stock reserved for issuance under the 2013 Plan are available for issuance under the 2019 Plan and no future awards will be 
made under the 2013 Plan. 
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The Company accounts for its stock-based compensation in accordance with Accounting Standards Codification (“ASC”) 718, 
Stock Based Compensation. For employees, the Company records stock-based compensation expense on a straight-line basis over the 
vesting period based on the grant-date fair value of the awards, which is determined using the Black-Scholes option pricing valuation 
model for stock options and the quoted share price of Potbelly’s common stock on the date of grant for RSUs. For the Company’s 
non-employee directors, the Company records stock compensation expense on the grant date of the RSUs. 


The Company awards performance share units (“PSUs”) to eligible employees; the PSUs are subject to service and performance 
vesting conditions. The PSUs will vest based on the Company’s achievement of certain targets related to adjusted EBITDA and same 
store sales goals. The PSUs will vest fully on the third anniversary of the grant date. The quantity of shares that will vest ranges from 
0% to 200% of the targeted number of shares. If the defined minimum targets are not met, then no shares will vest. 


(p) Leases 


The Company determines if an arrangement is a lease at inception of the arrangement. The Company leases retail shops, 
warehouse, and office space under operating leases. The Company’s leases generally have terms of ten years and most include 
options to extend the leases for additional five-year periods. For leases with renewal periods at the Company’s option, the Company 
determines the expected lease period based on whether the renewal of any options are reasonably assured at the inception of the lease. 


Operating leases result in the Company recording a right-of-use asset and lease liability on the balance sheet. Right-of-use 
assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities represent its obligation to make 
lease payments arising from the lease. Operating lease assets and liabilities are recognized at the lease commencement date, which is 
the date we take possession of the property. Operating lease liabilities represent the present value of lease payments not yet paid. 
Operating right-of-use assets represent the operating lease liability adjusted for prepayments or accrued lease payments, initial direct 
costs, lease incentives, and impairment of operating lease assets. In determining the present value of lease payments not yet paid, the 
Company estimates its incremental secured borrowing rates corresponding to the maturities of its leases. As we have no outstanding 
debt nor committed credit facilities, secured or otherwise, we estimate this rate based on prevailing financial market conditions, 
comparable company and credit analysis, and management judgment. 


Our leases typically contain rent escalations over the lease term and lease expense is recognized on a straight-line basis over the 
lease term. Tenant incentives used to fund leasehold improvements are recognized when earned and reduce right-of-use assets related 
to the lease. The tenant incentives are amortized through the right-of-use asset as reductions of rent expense over the lease term. 


Related to the adoption of Topic 842, our policy elections were as follows: 


Separation of lease and non-lease We elected this expedient to account for lease and non-lease components as a single 

COMPOMENtS ...... eee eeceeseeeeeeeeseeeees component for our entire population of operating lease assets. 

Short-term policy... ee We have elected the short-term lease recognition exemption for all applicable classes of 
underlying assets. Short-term disclosures include only those leases with a term greater than 
one month and 12 months or less, and expense is recognized on a straight-line basis over the 
lease term. Leases with an initial term of 12 months or less, that do not include an option to 
purchase the underlying asset that we are reasonably certain to exercise, are not recorded on 
the balance sheet. 


Operating leases are included in right-of-use assets for operating leases, short-term operating lease liabilities, and long-term 
operating lease liabilities on the Company’s Consolidated Balance Sheets. 


(q) Revenue Recognition 


Revenue from retail shops is presented net of discounts and recognized when food and beverage products are tendered at the 
point of sale. Sales taxes collected from customers are excluded from revenues and the obligation is included in accrued liabilities 
until the taxes are remitted to the appropriate taxing authorities. The company adopted ASC 606 as January 1, 2018 using the modified 
retrospective method applied to contracts that were not completed as of the date of adoption. 


Potbelly sells gift cards to customers, records the sale as a contract liability and recognizes the associated revenue as the gift 
card is redeemed. A portion of these gift cards are not redeemed by the customer, which is recognized by the Company as revenue as a 
percentage of customers gift card redemptions. The expected breakage amount recognized is determined by a historical data analysis 
on gift card redemption patterns. The Company recognized gift card breakage income, which is recorded within gross sales in the 
consolidated statements of operations. 
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The Company earns an initial franchise fee, a franchise development agreement fee and ongoing royalty fees under the 
Company’s franchise agreements. Initial franchise fees are considered highly dependent upon and interrelated with the franchise right 
granted in the franchise agreement. As such, these franchise fees are recognized over the contractual term of the franchise agreement. 
The Company records a contract liability for the unearned portion of the initial franchise fees. Franchise development agreement fees 
represent the exclusivity rights for a geographical area paid by a third party to develop Potbelly shops for a certain period of time. 
Franchise development agreement fee payments received by the Company are recorded as deferred revenue in the consolidated 
balance sheet and amortized over the life of the franchise development agreement. Royalty fees are based on a percentage of sales and 
are recorded as revenue as the fees are earned and become receivable from the franchisee. 


(r) Impairment of Long-Lived Assets 


The Company assesses potential impairments to its long-lived assets, which includes property and equipment and right-of-use 
assets for operating leases, whenever events or circumstances indicate that the carrying amount of an asset may not be recoverable. 
Assets are grouped at the individual shop-level for the purposes of the impairment assessment because a shop represents the lowest 
level for which identifiable cash flows are largely independent of the cash flows of other assets and liabilities. Recoverability of an 
asset group is measured by a comparison of the carrying amount of an asset group to its estimated forecasted shop cash flows expected 
to be generated by the asset group. If the carrying amount of the asset group exceeds its estimated forecasted shop cash flows, an 
impairment charge is recognized as the amount by which the carrying amount of the asset exceeds the fair value of the asset group. 
The fair value of the shop assets is determined using the income approach. Key inputs to this approach include forecasted shop cash 
flows, discount rate, and estimated market rent, which are all classified as Level 3 inputs. See “Fair Value Measurements” above for a 
definition of Level 3 inputs. 


At transition of adoption to ASC 842, the Company impaired $0.7 million of pre-tax right-of-use assets related to previously 
impaired shops. This amount is recorded, net of tax, as an opening reduction to retained earnings. After performing periodic reviews 
of the company-operated shops during each quarter of 2019, 2018 and 2017, it was determined that indicators of impairment were 
present for certain shops as a result of continued underperformance. The Company performed an impairment analysis for these shops 
and recorded impairment charges of $2.6 million, $13.4 million, and $10.6 million for the fiscal years 2019, 2018, and 2017, 
respectively, which is included in impairment and loss on disposal of property and equipment in the consolidated statements of 
operations. 


Assets recognized or disclosed at fair value on the consolidated financial statements on a nonrecurring basis included items such 
as leasehold improvements, property and equipment, right-of-use assets for operating leases, goodwill, and other intangible assets. 
These assets are measured at fair value if determined to be impaired. 


(s) Recent Accounting Pronouncements 


On December 31, 2018, the Company adopted Accounting Standards Update (ASU) 2016-02, “Leases (Topic 842),” along with 
related clarifications and improvements. This pronouncement requires lessees to recognize a liability for lease obligations, which 
represents the discounted obligation to make future lease payments, and a corresponding right-of-use asset on the balance sheet. The 
guidance requires disclosure of key information about leasing arrangements that is intended to give financial statement users the 
ability to assess the amount, timing, and potential uncertainty of cash flows related to leases. We elected the optional transition 
method to apply the standard as of the effective date and therefore, prior period amounts have not been adjusted and continue to be 
reported in accordance with our historical accounting under previous lease guidance. The adoption of Topic 842 had a material impact 
on the consolidated balance sheets and an immaterial impact on the consolidated statements of operations, consolidated statements of 
equity and consolidated statements of cash flows. 


Our practical expedients were as follows: 


Implications as of December 31, 2018 
Practical expedient package ......... We have not reassessed whether any expired or existing contracts are, or contain, leases. 
We have not reassessed the lease classification for any expired or existing leases. 
We have not reassessed initial direct costs for any expired or existing leases. 
Hindsight practical expedient....... We have not elected the hindsight practical expedient, which permits the use of hindsight when 
determining lease term and impairment of operating lease assets. 
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The impact on the consolidated balance sheet is as follows: 


Assets 


Liabilities and Equity 


Current assets 


Cash and ‘cash equivalents. :..é jis caislvn iandiansnentctiias lian aiiiabiat: 
Accounts receivable, net of allowances of $113 as of December 30, 2018 


Inventories .......... 


Prepaid expenses and other current assets ...........c:cccccececseeeeeeeeeeeeeeeeeeteeeees 
WOtal CURPENU ASS CUS 555265 ccsseshveds ch esness se nacedestcaanei tiv eek deaxeepaytsateaseasseeiteas 


Property and equipment, Met .tissisces ieisssdeliadsatetastaesxtateucuiediee leis 
Right-of-use assets for operating leases ........ccceececsecsseeseceeeteceseeteeneeeeeneees 
Indefinite-lived intangible assets .........ccseecsssecseseeeeceseeeeeeceecneeeeseeneeereenenes 


Goodwill ............. 


Deferred income taxes, NONCUITENE...........cccecsccceecesseceescesecesseceeeceseseseeeneees 
Deferred expenses, net and other assets .........ccccccseesceeseceseeteeeseeteceeeeeeeees 


Total assets ........ 


Current liabilities 


Accounts payable 


Acerued 6xpemses yas eet arracesterh ater earenedontred teehee anaes 
Short-term operating lease liabilities... eee eeeseeeeereeeeeeeeeeeceeeneeaeeereneens 
ACCried INCOME TAXES), 3 sissies Gstaad Lode asin nai ae Lan oe 


Deferred rent and 


landlord allowances”) ........ccccceceecesceescesseessesseeseesseseeees 


Long-term operating lease liabilities 0.0.0... cee eeeecseeceteeeeeeceecnseeesereneeeeneaes 
Other long-term: habilities oc. 05 sc ccscescsiceee etcacesscseseeees cuctv edagecscveasence ehaseedies 


Total liabilities... 


Stockholders’ equity 
Common stock, $0.01 par value—authorized 200,000 shares; 

outstanding 24,143 shares as of December 30, 2018.00... ceceseeeeneeerereeees 
Additional paid-in-capital ..........cccccccescceeceseessceseeeseeseeeeceeceeeeaeeneecaeeeecaeenaes 
Treasury stock, held at cost, 8,801 shares as of December 30, 2018 ......... 
Accumulated CemCit?) sc. cccivecessesSeuvesseset asteavs eremvevecters aescshervabcctensis ents es? 
Total stockholders’ equity .......ccccceccceccesseeececeeseceeeeseceeesaecaeeaecaeenseeneeeseeeeees 
INon=ControllimS interests: wo, ict es ssccescstssdcse des saseddesstieasehieststeveesdsiasies essecoiae 
Total stockholders’ equity 0.0.0.0... cece ecceeeeesseeeeeceeeneecaceaecaeesaeeeeeaeeeeen 


Total liabilities and equity... cece cee eeeceeeseeceeeeaeceeenaeseeeaeeeeens 


(1) 
(2) 


Adjustments Due 


December 30, to the Adoption of December 31, 
2018 Topic 842 2018 
19,775 $ — §$ 19,775 
4,737 — 4,737 
3,482 — 3,482 
11,426 — 11,426 
39,420 — 39,420 
87,782 — 87,782 
= 232,477 232,477 
3,404 — 3,404 
3999 _ 2399 
13,385 195 13,580 
7,002 — 7,002 
153,215 §$ 232,672 §$ 385,887 
3,835 $ — §$ 3,835 
25,029 (1,124) 23,905 
— 28,826 28,826 
162 — 162 
29,026 27,702 56,728 
22,905 (22,905) — 
— 228,406 228,406 
5,751 — 5,751 
57,682 233,203 290,885 
330 — 330 
432,771 = 432,771 
(108,372) = (108,372) 
(229,558) (531) (230,089) 
95,171 (531) 94,640 
362 — 362 
95,533 (531) 95,002 
153,215 §$ 232,672 §$ 385,887 


Adjustment to reclassify deferred rent and tenant improvement allowance to right-of-use assets for operating leases upon the 
adoption of Topic 842. 
The Company recorded a net reduction of $0.5 million to opening accumulated deficit as of December 31, 2018, due to the 
cumulative impact of adopting Topic 842. 
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In June 2016, the FASB issued Accounting Standard Update No. 2016-13, Financial Instruments—Credit Losses (Topic 326), 
which requires the measurement and recognition of expected credit losses on financial instruments. ASU 2016-13 replaces the existing 
incurred loss model with a forward-looking expected credit loss model that requires consideration of a broader range of information to 
estimate credit losses. This new guidance is effective for the Company prospectively beginning December 30, 2019 and is not 
expected to have a material impact on the Company’s consolidated financial statements. 


(3) Revenue 


Potbelly primarily earns revenue at a point in time through sales at our sandwich shop locations and records such revenue net of 
sales-related taxes collected from customers. The payment on these sales is due at the time of the customer’s purchase. The Company 
also receives royalties from franchisees on their respective sales, which are recognized at the point in time the sale is made and 
invoiced weekly. Potbelly also records revenue from sales over time related to initial franchise fees, gift card redemptions and 
breakage. For the fiscal year ended December 29, 2019, revenue recognized from all revenue sources on point in time sales was 
$408.8 million, and revenue recognized from sales over time was $0.9 million. For the fiscal year ended December 30, 2018, revenue 
recognized from all revenue sources on point in time sales was $421.8 million, and revenue recognized from sales over time was $0.8 
million. 


Franchise Revenue 


Potbelly licenses intellectual property and trademarks to franchisees through franchise agreements. As part of these franchise 
agreements, Potbelly receives an initial franchise fee from the franchisee, which the Company recognizes over the term of the 
franchise agreement. The Company records a contract liability for the unearned portion of the initial franchise fees. 


Gift Card Redemptions / Breakage Revenue 


Potbelly sells gift cards to customers, records the sale as a contract liability and recognizes the associated revenue as the gift 
card is redeemed. A portion of these gift cards are not redeemed by the customer, which is recognized by the Company as revenue as a 
percentage of customers gift card redemptions. The expected breakage amount recognized is determined by a historical data analysis 
on gift card redemption patterns. The Company recognized gift card breakage income of $0.2 million, $0.3 million and $0.4 million 
for the fiscal years ended 2019, 2018 and 2017, respectively, which is recorded within net sandwich shop sales in the consolidated 
statements of operations 


Contract Liabilities 


As described above, the Company records current and noncurrent contract liabilities for initial franchise fees as well as gift 
cards. There are no other contract liabilities or contract assets recorded by the Company. The opening and closing balances of the 
Company’s current and noncurrent contract liabilities from contracts with customers were as follows: 


Current Contract Noncurrent Contract 
Liability Liability 
(Thousands) (Thousands) 
Beginning balance as of December 31, 2018 oo... eecccceccccscesseseceeeececeaeceeceaeeeeceaeeaeseeeeeeeneeeaes $ (2,184) $ (1,631) 
Ending balance as‘of December 29, 2019 o....sccccsdcistisn cotta ainictiserientsiavccid aetna (1,594) (2,054) 
Décreaséimcontract liability ....5:.2.5s.0sie.cese.es5 ceosteeessgnsiveeisi abdeede laces sieeiieeticad lesetbenei ented ansivandes $ (590) $ 423 


The aggregate value of remaining performance obligations on outstanding contracts was $3.6 million as of December 29, 2019. 
The decrease in the liability during the 52 weeks ended December 29, 2019 was a result of gift card redemptions offset by purchases 
of new gift cards and recognition of franchise fees. The Company expects to recognize revenue related to contract liabilities as follows 
(in thousands), which may vary based upon franchise activity as well as gift card redemption patterns: 
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Years Ending Amount 

PD es chess seca vies Secec aes sees ene scaeess cat euse ed tet suas Sueectagav ches fuese seus og cc tascctet eeteyeetevaesuces eaeeeneseett feeeeneteneestatens $ 1,272 
DOD Va sicecrsssservcarstseevatvcndcesvyneet Gxevecesttetieg teateh evtevete Suet e dac tee ease sy a Mache ie cd Ce ieee eines ciaet ce tad 325 
ODD er rorerst cetera olachevans tog eesates vat aac sstetca eg Sanat Geet gcees fetes hele Phe sa), it ve apres ieee tasehs occas Saat ater eset sees 222 
DOD ies io eges si scbanetecveeaei sae ss pilcoheiaeaasciceaaeul ois cacscusavaieinas i eceady se sonaapuseaes can cedavavansveaveusivnlegueoiescneronamsadsueeussudenseranet: 201 
DOD ae csc za elit eat eose ease eet ean Seta det hse tet nsiesectices ecteh ccuaet tedtc vcd ceuthsute fon caioet tak aeigitecs (ocean eee dacuecauccceuententess 166 
WINGO AMER: 4. cevssceedneacts sete rcesceresnscetesccnsesunereehecsoseseaeeaenees detaaaecttets spas set ereaneveeadesda cen taceteh caveeretresiiawcsgutemiaseemeeetacesieleés 1,462 
Total revenue Teco emiZed eae, 320s cecceea ses cdeanctsaseccascadcesee Sead cash cada bueadculdaseas eel ous cubes Mv Saale da sodoesbeaad cass eaaGenatasees $ 3,648 


For the 52 weeks ended December 29, 2019, the amount of revenue recognized related to the December 31, 2018 liability 
ending balance was $2.2 million. For the 52 weeks ended December 30, 2018, the amount of revenue recognized related to the January 
1, 2018 liability ending balance was $2.1 million. This revenue related to the recognition of gift card redemptions and upfront franchise 
fees. For the year ended December 29, 2019 and December 30, 2018, the Company did not recognize any revenue from obligations 
satisfied (or partially satisfied) in prior periods. 


(4) Earnings (Loss) Per Share 


Basic earnings (loss) per common share attributable to common stockholders are calculated using the weighted average number 
of common shares outstanding for the period. Diluted earnings (loss) per common share attributable to common stockholders is 
computed by dividing the income allocated to common stockholders by the weighted average number of fully diluted common shares 
outstanding. In periods of a net loss, no potential common shares are included in diluted shares outstanding as the effect is anti- 
dilutive. For the year ended December 29, 2019, the Company had a loss per share, therefore, shares were excluded for potential stock 
option exercises. 


The following table summarizes the earnings (loss) per share calculation (in thousands): 


Fiscal Year 


2019 2018 2017 

Net loss attributable to Potbelly Corporation..........ccccccseeees $ (23,992) $ (8,878) $ (6,956) 
Weighted average common shares outstanding-basic ............... 23,850 25,173 25,045 
Plus: Effect of potential stock options exercise .......... cee — —= _ 
Weighted average common shares outstanding-diluted ............ 23,850 25,173 25,045 
Loss per share available to common stockholders- 
DASIC istictecs adecnesitecn apatites eesti ec ain enniads $ (1.01) $ (0.35) $ (0.28) 
Loss per share available to common stockholders- 
ANGE i scsicecsssecucvceeinstespedhsasesteas sutd seeatexcstess aacetensnaaseng rannsere $ (1.01) $ (0.35) $ (0.28) 
Potentially dilutive shares that are considered anti-dilutive: 

HALES. i sits ieteasi held ovtensiel fittest bina ase Geans 2,334 2,499 3,376 


(5) Property and Equipment 


Property and equipment, net consisted of the following (in thousands): 


December 29, December 30, 


2019 2018 
Leasehold improvement ............::cecceeccesceeececeeeeceeeeseeneeeseeneenaees $ 171,586 $ 169,300 
Machinery and equipment .......... ee eeseseeeecneceseeeeseceeeecereneeeereres 49,943 48,606 
Furniture and. 1Xtures ii... ssicisescsssscceesctaescodeubeecesaasesdesondessaieets 34,325 33,177 
Computer equipment and software... eeeeeeeceeseceeeeeeeeneeeeeeees 38,881 35,159 
Construction i. PrOBTESS 3... cccserscc.veceerssicscesivedeevatssnteneesatergescesagees 2,615 1,938 

297,350 288,180 
Less: Accumulated depreciation .........c.cecceecceccecsecseeeseeeeeteeeeesees (218,318) (200,398) 


$79,032 $87,782 
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(6) Accrued Expenses 


Accrued expenses consisted of the following (in thousands): 


December 29, December 30, 


2019 2018 

Accrued labor and related expenses ...........e:cecceecceeeeeeeeeeseeneeenes $ 7,403 $ 10,324 
Deferred gift: card revenue w..i.:.:s.0.cdsiericsdcsseieadacesdseaeeeesdsceevncas 1,415 1,821 
Accrued Occupancy OXPeMNSES .........ceceseeseceseeescesceeeceeeeeeeeeeeeeeenes 2,010 2,309 
Deferred rent —curre nt ssc.sisist ccssecvsaavesdiceadavavsiceiescteaehecsnseecss — 1,250 
Accrued corporate and shop expenses ..........eccceccseceeseeeeereeneeeees 1,859 1,446 
ACGRUER WHMIS: 2iics0b50% cee letaeec ciesasacatenes soceseeginiacosdsemtces sessions 1,137 1,304 
Accrtied Sales:aind USC tax sic csceccscecvadscascodsiesscsccecvessieesvusesedseca tates 2,063 3,001 
293 147 

— 392 

Accrued legal and professional fees ............cccccecceeseeseeeseereeeeeeees 716 128 
INC CRUG OUNEE ios 5 Svevdccivceteieds sued oneeechusedeesiaidanebatd cuasdeeesenetevesncseae ts 3,502 2,907 
"TO tall setvis 5. iesceedd cas tedesde steel aisle is agent ea avast $ 20,398 $ 25,029 


(a) The Company incurs expenses associated with exit activity for certain signed lease agreements, which are recognized in general 
and administrative expenses. Accrued contract termination costs consisted of the following (in thousands): 


December 29, December 30, 


2019 2018 
Accrued contract termination costs—beginning balance ........... $ 392 $ 27 
Contract termination costs INCUITEd......... cece ceeeeceeescecessseeeeseees 3,449 1,461 
Contract termination costs settled and paid... (3,841) (1,096) 
Accrued contract termination costs—ending balance ................ $ — $ 392 


(7) Income Taxes 


Income (loss) before income taxes for the Company’s domestic and foreign operations was as follows (in thousands): 


Fiscal Year 


2019 2018 2017 
Domestic operations ........cccccccccssescssesesseseseesessssesessesecsesscseeeeseees $ (9,790) $ (11,381) $ (2,513) 
POFELENOPErallOms »se:, ..s;iveisestiousyscestsstpstaeedaghhsadespeaadeiea eee: 395 637 466 
TOA soos stats shies tes tsevtestesstecusesstetteasessatesusensssesanisaasus desea $ (9,395) $ (10,744) $ (2,047) 
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Income tax expense (benefit) consisted of the following (in thousands): 


Fiscal Year 


2019 2018 2017 
Federal: 
CURES di2inei Hon eG dee eel Races, $ 159 $ (339) $ (3,728) 
Deferred iiic fe tetas eis Maas wees atten Aceves 9,379 (1,644) 8,792 
9,538 (1,983) 5,064 
State and Local: 
CUPOM. sa2 cc destetateesantessseecis eves sioseaas ouseessadietd sasdestades aes tees 227 73 150 
Deferred 4.55260. esse hk iieilivatietneinlindin hagas 4,425 (305) (584) 
4,652 (232) (434) 
Foreign: 
CUT TL ss sez ctessep ves egune betes sucadsncce nieetinsseaeene css sagaseseig racceatetcusens — 20 13 
— 20 13 
Income tax expense (benefit) ......ccccccesseseeeeeeeeeeteeseeeeeeeeees $ 14,190 $ (2,195) 4,643 


Income tax expense (benefit) differed from the amounts computed by applying the U.S. federal income tax rates to income 
(loss) before income taxes as a result of the following (in thousands): 


Fiscal Year 


2019 2018 2017 
IWS. federal StatitOry (aXe. .is.decespivessstviedesehs Vaasaessesisseesdioe: 21.0% 21.0% 35.0% 
Computed “expected” tax expense (benefit)...........ccccceeees $ (1,973) $ (2,256) $ (716) 
Increase (reduction) resulting from: 
Valuation allowance is scziseseicesscsecdenecccdaseeieveeneestmanedeseseee 16,116 - - 
Minority interest. iisciccceccisceet recente cadence enasecauaney (107) (87) (105) 
Permanent differences ..........cccccceescecceseceeceeeeeeeeteeeeeeseeeeeeaes 425 220 96 
State and local income taxes, net of federal income tax 
CLP CE seeds dscediessheniai esl vesibicmesainnilaniiad aad ain caaieten ts (361) (436) 5 
FICA and other tax Credits ........cccccccsecesseesseseesesseeeeseeseeees (504) (522) (502) 
EGutty COMPCNSALOM vci2escesascesezeederceesiade cesedebeuseoregeriavansats 577 1,089 2,112 
AJUStiNe Mts os. 55s 95c5sicalsiveseants sect dbeaceecvapecasdeeiessaccsteveteaseese3 (106) (252) (93) 
Tax tate change: is is caisdussdetcenicats iat ain anise iste 123 49 3,846 


$ 14190 $ (2,195) 4,643 
On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “Tax Act”) was enacted into law making significant changes to 
the U.S. tax code, including: (1) reducing the U.S. federal corporate tax rate from 35 percent to 21 percent; (2) implementing bonus 
depreciation that will allow for full expensing of qualified property; (3) implementing limitations on the deductibility of certain 
executive compensation; and (4) changing rules related to uses and limitations of net operating loss carryforwards created in tax years 
beginning after December 31, 2017. 


Due to the adoption of ASU 2016-09 in 2017, all excess tax benefits and deficiencies are recognized as income tax expense in 
the Company’s Consolidated Statement of Operations. 
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities reflected in 
the consolidated balance sheets are presented below (in thousands): 


December 29, December 30, 


2019 2018 
Deferred tax assets: 
Net operating loss carryforwards ..........ccsscssessseeceteeeeeeeeeneees $ 3,721 $ 576 
ACCTUE MADIMIES ssc. csvccgesedeecsececeneecenessieeeavncet eueseseeseaeetces 848 1,449 
Deferred revenue ...5::.:.sccssiseiessssoeseessscieesasnsaiessssacesscessanceesceay 423 543 
Stock-based compensation .........:.ccccsceceeseeeteeseceteeteeeeeeeeeneeees 2,516 2,685 
Property and equipment ...........ceeeceeseeeseeeeceeeeeeseeeeeeeereeeneees 4,568 5,037 
Operating lease liabilities... .s.0.. nen deceesdaeenitecacanen 62,313 — 
DGferred Tent o.c2.:6:c:2ssssctsavcedsassetatessesessesesegessacsssecssscvenasessecese — 4,373 
Tax credits and charitable contribution carryforwards ......... 1,538 981 
Gross deferred tax aSSets ........cccccccccssceseceseceseceseecseeesseseeeess 75,927 15,644 
Valuation all OWan Ce s.cussesvesciessdievecdesctesssvvcaedecavurteavereveeecvacess (16,116) — 
Net deferred tax, aSSets) «.vsi.iscecessieleatcdsseceehesis descintsdeseious tees 59,811 15,644 
Deferred tax liabilities: 
Prepaid xin cient itt orld (492) (466) 
Right-of-use asset for operating leases............cceeseeeeeeeeees (57,717) — 
Intangible assets ..........ccceeccesceecceeeeecesceeeeceeeeeecaeeaeeneeeaeeneeeaees (1,162) (1,075) 
Sra Wares: s.sssc.0is davvedesdecosts baadcesseedancs caveoisvonndoetesvindecetoeeevoecks (533) (566) 
One tes cch ohio es eee ee: (134) (152) 
Total deferred tax liabilities 2.00.0... ec ececceeseeeeeseeeeeeeeeeeeeees (60,038) (2,259) 
Net deferred tax. labiltties .. scccscssesssedeseeseevedessdavsevencessvnes snesees $ (227) $ 13,385 


The Company regularly assesses the need for a valuation allowance related to its deferred tax assets, which includes 
consideration of both positive and negative evidence related to the likelihood of realization of such deferred tax assets to determine, 
based on the weight of the available evidence, whether it is more-likely-than-not that some or all of its deferred tax assets will not be 
realized. In its assessment, the Company considers recent financial operating results, projected future taxable income, the reversal of 
existing taxable differences, and tax planning strategies. During its assessment for the first quarter of 2019, the Company estimated it 
would be in a three-year cumulative loss position as of December 29, 2019. Therefore, the Company determined based on the 
available evidence that a full valuation allowance against its net deferred tax assets was required. As a result of this valuation 
allowance, the Company did not provide for an income tax benefit on the pre-tax loss recorded for the year ended December 29, 2019. 
This accounting treatment has no effect on the Company’s ability to utilize deferred tax assets to reduce future cash tax payments. 
The Company will continue to assess the likelihood of the realization of its deferred tax assets and the valuation allowance will be 
adjusted accordingly. 


As of December 29, 2019, the Company has a valuation allowance related to its deferred tax assets of $16.1 million. As of 
December 30, 2018, the Company had no valuation allowance recorded based on management’s assessment of the amount that its 
deferred tax assets were more likely than not to be realized. 


In accordance with its accounting policy, the Company recognizes accrued interest and penalties related to unrecognized tax 
benefits as a component of income tax expense. As of December 29, 2019 and December 30, 2018, the Company had no interest or 
penalties accrued. As of December 29, 2019 and December 30, 2018, the Company had no uncertain tax positions. 


The tax years prior to 2015 are generally closed for examination by the United States Internal Revenue Service. However, 
certain of these tax years are open for examination as a result of net operating losses generated in these years and utilized in 
subsequent years. The Company’s last IRS examination was for the 2014 tax year; no IRS audits are currently ongoing. State statutes 
are generally open for audit for the 2015 to 2018 tax years. 
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(8) Leases 


Operating lease term and discount rate were as follows: 


December 29, 
2019 


Weighted average remaining lease term (Years)........cccccceeesecseceseeseceseeseceseeseceseeeceseeseecaeesecaeesaeceeaecaeeeaeeereeeens 8.52 
Weighted average: discommtr ates. sc.f..455 50s, cschsteessesscoek sucesso ppedaceschsndespustin tlunscchenesue is ebastesbbonandes eoehs edeapehadtes: 7.95% 


Certain of the Company’s operating lease agreements include variable payments that are passed through by the landlord, such as 
common area maintenance and real estate taxes, as well as variable payments based on percentage rent for certain of our shops. Pass- 
through charges and payments based on percentage rent are included within variable lease cost. 


The components of lease cost were as follows (in thousands): 


Fiscal Year 


Classification 2019 
Operating lease COSt........ cee ceeeteeseeeeeeeees Occupancy and general and administrative expenses $ 45,604 
Variable lease COSt........esieeeceteeeeeeceeeeees Occupancy and general and administrative expenses 13,692 
Total lease COSt ....c.ccescsssesssssssessssssseeseees $ 59,296 


Supplemental disclosures of cash flow information relating to leases is as follows (in thousands): 


Fiscal Year 


2019 
Operating cash flows rent paid for operating lease liabilities 0.0.0... eee cceeecesesseeeeeeeeseeeeeeeeeceeeaeeseeaeeateeeeaceaeenees $ 47,335 
Operating right-of-use assets obtained in exchange for new operating lease liabilities «00.0.0... cee eeseeeeeeeeees 15,765 
Reduction in operating right-of-use assets due to lease terminations ........... ce eeeeeeeeeeeeeeeeeeeeceeeseeeeeeeateneeaceaeenees $ (6,506) 


As of December 29, 2019, the Company has additional operating lease payments related to shops not yet open of $2.8 million. 
These operating leases will commence during the next fiscal year with an average lease term of 11 years. 


Maturities of lease liabilities were as follows at December 29, 2019 (in thousands): 


Operating Leases 


DOD (racatenesteaseutesstevcsnssacntctunsttovesnasentscect sncpt mnescuseuatssesnaenssuehia tescnte vesseacstestos anes seaseeeen ata egutennstetstaraagicemespeoneneenneds $ 46,581 
ODM reste hesctcestscae te sace ssa ce sacs ech a aces thauc cus cstyeoewcesc Gisicaes sates toveses heus@tccseceetesaecdsesceyss22esescetsssctssestesuecteuetcescetesterecias 43,639 
QOZ2 saree tnistl ai ess vies Rihana ad aie es Sia GM en aime a Sa een aan ie anit 38,096 
DODD secs srecseseesc tee cet sa decease tonne tue -tacevon. cacecenseccetee sents chest mics Ponce anes oes ceensaseees tine tns ave euaei vost suadhcsucaventeesesseoeetoesienve eves 33,512 
QO DA isseeos staves cvessessstcease sd tug ccsyuctstevesscarkuevs vas extus eps eee eden seat ios ce gu teaseattn Sat teeas cer exenseg ep teettnay cue teetoecte sete taees acer 30,427 
NGS ALCS eco a sac ces va snccag sibs Sb onscc’ soa detasecceuean costes cterede Cattesanas dees bands Poasestuncueesissetvaseesdessiadosgieitiioecraticianesahvtss 141,456 
PotalbeasS Payinieits a. css.:isebsactsehssseshsxezdeicasbuoobadeasstsansicdboactda pacssacesonseanavessesadeteeeeasaesia;rsssesibous teense sicavessianaeeereds 333,711 
Less: imputed miterest is i..0)csiiads divine Gis ied avn ik atiaee rh innaia nin divin ain iw. nahn daeaen (97,666) 
Present value of lease Tia bilities x: .25555 25.25 cecsdiccci sondgdbisoebiiecedbecassecgyseeiaisdonceedoesids caasoesdieesdavee ids cabdeesseliveeeastosaeisas $ 236,045 
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As previously disclosed in our 2018 Annual Report on Form 10-K and under the previous lease accounting, maturities of lease 
liabilities were as follows at December 30, 2018 (in thousands): 


Operating Leases 


QOD icssccees exezeciedsasex senaccbeasaence teecenedeeendaesudsabeedeuad ence cence banca dhsce uedeecuecoeesdaebecnaddeneveeeeezancedueceeenscbebieewess hecenpereceeeees $ 47,918 
DODO sas ascecesitersse sexe sabested sande sacss aud sclvesatesesed exch say dev eves cad sauca Sad solu Goataueesthbecaiddieneatasdedeuca sands seer Saataseactvbacesesestvies 45,828 
QOD Dares cates cet ie Pececeaek roses Soe seancs eB ca decevet sa detsce teesans fost setens fats eadecdust sade tee hsstbevontes ieee sie st inte eetiadeva nn Poadevenest 41,497 
DODD ss cesescesevaes anges cuceveeseneenes cove sceseedeseocenecdencecen duces eugen cuvenceseh caseedeseecesdscaneeccnalscescntes Goces caves denen esadduheedovedendvecneneen ceeds 36,120 
DOD S sica hed ccasstrvttecvevin betavss nebel adele edie edecesdtcendcecatintdices eects ivvecsluscedecCiuldeudecevetleusicetentetetivedvscuels decostte codecevehdalcctieetes 31,060 
TNGTEATER Foccesces ct scyeniseeusovewevgoreantecegessavcecduceuenicdeesssesveusecettices gécens dou ies egeuedoavdeyses demeary cotsesaxdanneusuvereene rece vecdeesuineetes 138,928 
Total muni’ lease pay mieMmts: sos: cscescees eveessiecs Aveves Geecesibdcdinenc hdsieg Way head ces taest aes seed dese eee edge PS $ 341,351 


(9) Debt and Credit Facilities 
Credit facility 


On August 7, 2019, the Company entered into a second amended and restated revolving credit facility agreement (the "Credit 
Agreement") with JPMorgan Chase Bank, N.A. (“JPMorgan”) that expires in July 2022. The Credit Agreement amends and restates 
that certain amended and restated revolving credit facility agreement, dated as of December 9, 2015, and amended on May 3, 2019 
(collectively, the "Prior Credit Agreement") with JPMorgan. The Credit Agreement provides, among other things, for a revolving 
credit facility in a maximum principal amount $40 million, with possible future increases of up to $20 million under an expansion 
feature. Borrowings under the credit facility generally bear interest at the Company’s option at either (1) a eurocurrency rate 
determined by reference to the applicable LIBOR rate plus a margin ranging from 1.25% to 1.75% or (i1) a prime rate as announced by 
JP Morgan plus a margin ranging from 0.00% to 0.50%. The applicable margin is determined based upon the Company’s consolidated 
total leverage ratio. On the last day of each calendar quarter, the Company is required to pay a commitment fee of 0.20% per annum in 
respect of any unused commitments under the credit facility. So long as certain total leverage ratios, EBITDA thresholds and 
minimum liquidity requirements are met and no default or event of default has occurred or would result, there is no limit on the 
“restricted payments” (primarily distributions and equity repurchases) that the Company may make, provided that proceeds of the 
loans under the Credit Agreement may not be used for purposes of making restricted payments. As of the year ended December 29, 
2019, the Company had no amounts outstanding under the Credit Agreement. 


(10) Capital Stock 


As of December 29, 2019 and December 30, 2018, the Company had authorized an aggregate of 210,000 thousand shares of 
capital stock, of which 200,000 thousand shares were designated as common stock and 10,000 thousand shares were designated as 
preferred stock. As of December 29, 2019, the Company had issued and outstanding 33,103 thousand and 23,638 thousand shares of 
common stock, respectively. As of December 30, 2018, the Company had issued and outstanding 32,944 thousand and 24,143 
thousand shares of common stock, respectively. 


Common Stock 


As of December 29, 2019, each share of common stock has the same relative rights and was identical in all respects to each 
other share of common stock. Each holder of shares of common stock is entitled to one vote for each share held by such holder at all 
meetings of stockholders. 


On May 8, 2018, the Company announced that its Board of Directors authorized a stock repurchase program for up to $65.0 
million of its outstanding common stock. The program permits the Company, from time to time, to purchase shares in the open market 
(including in pre-arranged stock trading plans in accordance with the guidelines specified in Rule 10b5-1 under the Securities and 
Exchange Act of 1934, as amended) or in privately negotiated transactions. The number of common shares actually repurchased, and 
the timing and price of repurchases, will depend upon market conditions, SEC requirements and other factors. Purchases may be 
started or stopped at any time without prior notice depending on market conditions and other factors. During the fiscal year 2019, the 
Company repurchased 648 thousand shares of its common stock for approximately $4.2 million under the stock repurchase 
program. As of December 29, 2019, the remaining dollar value of authorization under the share repurchase program was $37.9 
million, which includes commission. Repurchased shares are included as treasury stock in the consolidated balance sheets and the 
consolidated statements of equity. 
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(11) Employee Benefit Plan 


The Company sponsors a 401(k) profit sharing plan for all employees who are eligible based upon age and length of service. 
The Company made matching contributions of $0.5 million, $0.4 million, and $0.4 million for fiscal years 2019, 2018 and 2017, 
respectively. 


(12) Stock-Based Compensation 
Stock-Based Compensation Granted Under the 2019 Long-Term Incentive Plan 


Stock options and restricted stock units are awarded under the 2019 Long-Term Incentive Plan (the “2019 Plan’’) to eligible 
employees and certain non-employee members of the Board of Directors. The 2019 Plan gives broad powers to the Company’s Board 
of Directors to administer and interpret the 2019 Plan, including the authority to select the individuals to be granted equity awards and 
rights and to prescribe the particular form and conditions of each equity award to be granted. 


On May 16, 2019, the Company’s stockholders approved the 2019 Plan and, in connection therewith, all equity awards made 
after that date were made under the 2019 Plan. On June 10, 2019, the Company registered 1,200 thousand shares of its common stock 
reserved for issuance under the 2019 Plan. The Amended and Restated 2013 Long-Term Incentive Plan (the “2013 Plan”) had 626 
thousand remaining shares of common stock reserved for issuance, which are available for issuance under the 2019 Plan and no future 
awards will be made under the 2013 Plan. As of December 29, 2019, there have been 209 thousand shares of restricted stock units 
granted under the 2019 Plan. There were no options or shares of common stock granted under the 2019 Plan. As of December 29, 
2019, there are 1,560 thousand shares reserved for future issuance. 


Stock Options 


Under the Plans, the number of shares and exercise price of each option are determined by the committee designated by the 
Company’s Board of Directors. The options granted are generally exercisable within a 10-year period from the date of grant. The 
company awards options to certain employees including the senior leadership team. Options outstanding expire on various dates 
through the year 2028. The range of exercise prices for options outstanding as of December 29, 2019 is $9.37 to $20.53 per option, 
and the options generally vest in one-fourth and one-fifth increments over four and five-year periods, respectively. 


A summary of stock option activity is as follows: 


Weighted 
Weighted Aggregate Average 
Average Intrinsic Remaining 
Shares Exercise Value Term 
Options (Thousands) Price (Thousands) (Years) 
Outstanding—December 25, 2016........ccccccscessessecseetecseeeeeneeeteenrens 4,013 $ 10.61 §$ 13,455 4.78 
prea TM ss fered felts sites cacevia Savcuct Piveasestveeeseesctesttidesasesvueseteitenss 464 12.09 
EXGrcised 4 cssdicssaveestaciuecdh nce ind sestelsstaseccteseasisgdiseinionuiaua (653) 9.94 
Canceled. ...sccc2 okt ie i deinen avniidn can actits (515) 12.18 
Outstanding—December 31, 2017 ......cccccccccccesssecsssecsessesesseseeseseeees 3,309 §$ 10.71 §$ 7,699 4.90 
GABE Gy esecpcscieer ees intext Ons alee aes eee 203 11.27 
ERGCCISOG, 2:3 ccscasedsere cxaudercecanivess decebanveseneseeexsvedasuessadcatené ovaseaneieeds (993) 8.30 
Canceled 3 sccisccisedccvees dovenupecsen'exteadeces ues cdeavea cide caece Qecatecceit dandadens (369) 13.63 
Outstanding—December 30, 2018 ......ececcccccsseeseceeeeeceeeeeeneeeteeneees 2,150 $ 11.49 § 378 5.13 
MGTAT CD oes ssicasececs oteaade dae toennesagvesestteeadieaceeahabdaee uAgsiesseceneciateecens — — 
FE KOTCISCG 52553 cadres udeysarciaatorenteete saeco petetvessestouade ae siasetaetestoeses (22) 7.93 
A Li o—) fofe Leeper rey eet renin terete ere mer ree ererey rears receere reer eer eer (354) 12.45 
Outstanding—December 29, 2019 ......c.ceccesecesesseeeeeseseseeetsesesceneneees 1,774 $ 11.34 §$ — 4.33 
Exercisable—December 29, 2019 .......cccceccccccssescsseeseesceecsssesesecsessnes 1,546 § 11.06 $ — 3.83 
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POTBELLY CORPORATION AND SUBSIDIARIES 


Notes to the Consolidated Financial Statements 


There were no stock option grants in 2019. The following table reflects the average assumptions utilized in the Black-Scholes 
option-pricing model to value the options granted for 2018 and 2017: 


2018 2017 
Risk-free (terest Tate coiss. tees ssieesssiesietes reccetnds toute sne sersteevsusonst tunes bee ca eee errant tebe venees 3.0% 2.0% 
Expected life: (years) oc ccvcisss cosas cites ces ancaSesdees2esGiedin Bec Bele ors Oe ath aan lesessda vices cteaeenevacdavedy 6.25 6.25 
Expected divadeid yl cf.pcs sas cissisieal facts sadesduat nade hpptiorbesges esti cess sseb rade sadiadediase? — — 
Wo enbalty os 525 oe 2255 202 SS casas ac Soaahss oa wsws ech anh cbs ete ea tk cage esetaescacasey staausea ent abey lati jeaeess 35.0% 36.0% 
Weighted average grant date fair ValUC oe. eeeecsesseeeeseceeeeeeeceeeeeeeceeeneeereeeeneees $ 4.52 $ 4.76 


The risk-free rate is based on U.S. Treasury rates in effect at the time of the grant with a similar duration of the expected life of 
the options. The expected life of options granted is derived from the average of the vesting period and the term of the option. The 
Company has not paid dividends to date (with exception to the one-time dividend paid to stockholders prior to the initial public 
offering) and does not plan to pay dividends in the near future. 


Stock-based compensation related to stock options is measured at the grant date based on the calculated fair value of the award, 
and is recognized as expense over the requisite employee service period, which is generally the vesting period of the grant with a 
corresponding increase to additional paid-in capital. For the years ended December 29, 2019, December 30, 2018 and December 31, 
2017, the Company recognized stock-based compensation expense related to stock options of $0.8 million, $1.4 million and $3.0 
million, respectively. The Company records stock-based compensation expense within general and administrative expenses in the 
condensed consolidated statements of operations. As of December 29, 2019, unrecognized stock-based compensation expense related 
to stock options was $0.8 million, which will be recognized through fiscal year 2022. 


Restricted stock units 


The Company awards restricted stock units (“RSUs’) to certain employees of the Company and certain non-employee members 
of its Board of Directors. The Board of Director grants have a vesting schedule of 50% on the first anniversary of the grant date and 
50% on the second anniversary of the grant date. The employee grants vest in one-third increments over a three-year period. 


A summary of RSU activity is as follows: 


Number of RSUs Weighted Average 
RSUs (Thousands) Fair Value per Share 
Non-vested as of December 25, 2016..........cccccccccssccesssccesssceeeseeeessseecssseeeesseeeessaees 71 = §$ 13.43 
GHPAIIS Ges 55 sesh cedsscesece iyachsscesediusyecoaee cous sanasesseevanesecdeuonsoussayaet svunnseesueeuseeconmeevuits 241 11.63 
VS CCC escsacit cece cesses ies cap etbeteteroney hee ees oenldeadeeami eat oie ian dre area danee (45) 13.53 
CAN COLE Gs cszecaécsshsveensessneshaneesbuceaaseanere sass vakeos itsvaeieantesuaansadenseisssotsassaaey castemecesaiees — — 
Non-vested as of December 31, 2017 ........ccccccccccccccessecessscceesssceessseeesssseeeseeeeesaees 267 = §$ 11.79 
MTAINLS Osos seeg vase teveeusce seseasuaedsncasaccans cess oaneaeateeaeeenstes certeasehies sesntpateaaseaseneseresaneia 131 12.12 
NV CSLOC rece sastaseesavuscassncee vues saceeh seis fas sse ee stcuss seuetosts Coreeeisjacseiaedis feds Ransaeeaes (121) 11.92 
LGGEEW (eyo) [76 lepeeeeeere eee e erie Reese eee reeeeEe et ove peter trererae tne rveere trate et se veere emery aerate yee (30) 11.05 
Non-vested as of December 30, 2018 .0.........cccccccssccesssccesssceeessseeessseecsseeeeesseeeessaees 247 §$ 11.99 
CHAIN 90 et sas ded aesecsiesadectacksiece dd tahces tan souls least taetadsracsasases taatdules cas du iedeaseciidies 402 6.47 
N.GSLEC ces psec cccseccdiscensccsoucksscosds cs vasesuecnssignazeosgevatecceasennsoussenactopunnsngesueesseeceeseevenies (135) 11.94 
CCAM GOL Asse ese c cscs ccc cassie saa cet ee snaiee suai cvececeste.avcscaveseeestecstvian eas sucacn recone eee (51) 8.48 
Non-vested as of December 29, 2019 ........ccccecccecssceessecesssseeesseeeessseecssneesesseeeessaees 463 $ 7.59 


For the years ended December 29, 2019, December 30, 2018 and December 31, 2017, the Company recognized stock-based 
compensation expense related to RSUs of $1.5 million, $1.5 million and $1.7 million, respectively. As of December 29, 2019, 
unrecognized stock-based compensation expense for RSUs was $1.7 million, which will be recognized though fiscal year 2022. 
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POTBELLY CORPORATION AND SUBSIDIARIES 


Notes to the Consolidated Financial Statements 


Performance stock units 


The Company awards performance share units (“PSUs”) to eligible employees; the PSUs are subject to service and performance 
vesting conditions. In March of 2019 the Company issued 188 thousand PSUs with a grant date fair value of $8.46 per share. The 
PSUs will vest based on the Company’s achievement of certain targets related to adjusted EBITDA and same store sales goals. The 
PSUs will vest fully on the third anniversary of the grant date. The quantity of shares that will vest ranges from 0% to 200% of the 
targeted number of shares. If the defined minimum targets are not met, then no shares will vest. For the year ended December 29, 
2019, no expense was recognized related to PSUs. 


(13) Quarterly Financial Data (Unaudited) 


The unaudited quarterly information includes all normal recurring adjustments that the Company considers necessary for the fair 
presentation of the information shown below. The Company’s quarterly results have been and will continue to be affected by the 
timing of new shop openings and their associated pre-opening costs. As a result of these and other factors, the financial results for any 
quarter may not be indicative of the results for any future period. 


The following table presents selected unaudited quarterly financial data for periods indicated (in thousands, except per share data): 


Fiscal Year 2019 
March 31 June 30 September 29 December 29 
TOtAal PEVENUES (aise cvnccescescuebecvessihesveveseetervaddeveveesagiaiine davedersened $ 98,087 $ 105,630 $ 104,238 $ 101,752 
LOSS frOM OPCTAatlOMS sie. caecsces Aisecadescecveegsesitvecesa dessesteseecesconees (4,723) (1,468) (2,143) (862) 
Net loss attributable to Potbelly Corporation...........:cceee (18,439) (1,866) (2,355) (1,332) 
Loss per share attributable to common stockholders-basic..... (0.76) (0.08) (0.10) (0.06) 
Loss per share attributable to common stockholders-diluted (0.76) (0.08) (0.10) (0.06) 
Fiscal Year 2018 
April 1, July 1, September 30 December 30 
TOtall REVENUES: <eiccch26 ccsed cauevdvveis cncesevdechtevedervdeccbabcstlcccssvbueecancd $ 102,917 $ 110,347 $ 106,996 $ 102,378 
Income (loss) from Operations ..........cccecceeseeseeseeeteeeeeeseeneenees (2,630) 95 (2,697) (5,370) 
Loss attributable to Potbelly Corporation ............ cee (2,194) (360) (1,961) (4,363) 
Loss per share attributable to common stockholders-basic..... (0.09) (0.01) (0.08) (0.17) 
Loss per share attributable to common stockholders-diluted (0.09) (0.01) (0.08) (0.17) 
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POTBELLY CORPORATION AND SUBSIDIARIES 


Notes to the Consolidated Financial Statements 


(14) Commitments and Contingencies 


The Company is subject to legal proceedings, claims and liabilities, such as employment-related claims and slip and fall cases, 
which arise in the ordinary course of business and are generally covered by insurance. The Company accrues for such liabilities when 
it is probable that future costs will be incurred and such costs can be reasonably estimated. Such accruals are based on developments 
to date, the Company’s estimates of the outcomes of these matters and its experience in contesting, litigating and settling other similar 
matters. In the opinion of management, the amount of ultimate liability with respect to those actions should not have a material 
adverse impact on the Company’s financial position or results of operations and cash flows. 


In October 2017, plaintiffs filed a purported collective and class action lawsuit (the “Complaint’”) in the United States District 
Court for the Southern District of New York against the Company alleging violations of the Fair Labor Standards Act (FLSA) and 
New York Labor Law (NYLL). The plaintiffs allege that the Company violated the FLSA and NYLL by not paying overtime 
compensation to our assistant managers and violated NYLL by not paying spread-of-hours pay. The Complaint was brought as a 
nationwide “collective action” under the FLSA and as a “class action” under NYLL. Since the filing of the Complaint, the plaintiffs 
filed a proposed amended complaint removing the NYLL class claim, but adding a proposed Illinois state law class action. In May 
2019, the parties participated in a mediation and resolved the claims, which received final court approval on February 4, 2020. All 
charges related to the claims are reflected in the statement of operations. 


Many of the food products the Company purchases are subject to changes in the price and availability of food commodities, 
including, among other things, beef, poultry, grains, dairy and produce. The Company works with its suppliers and uses a mix of 
forward pricing protocols for certain items including agreements with its supplier on fixed prices for deliveries at a time in the future 
and agreements on a fixed price with its supplier for the duration of those protocols. The Company also utilizes formula pricing 
protocols under which the prices the Company pays are based on a specified formula related to the prices of the goods, such as spot 
prices. The Company’s use of any forward pricing arrangements varies substantially from time to time and these arrangements tend to 
cover relatively short periods (i.e., typically twelve months or less). Such contracts are used in the normal purchases of the Company’s 
food products and not for speculative purposes, and as such are not required to be evaluated as derivative instruments. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL 
DISCLOSURE 


None. 


ITEM 9A. CONTROLS AND PROCEDURES 
Disclosure Controls and Procedures 


Our management, with the participation of our Chief Executive Officer (as the principal executive officer and person performing 
functions similar to that of the principal financial officer), has evaluated the effectiveness of our disclosure controls and procedures (as 
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (“Exchange Act’’)) as of December 
29, 2019. Based upon that evaluation, we have concluded that, as of December 29, 2019, our disclosure controls and procedures were 
effective in ensuring that information required to be disclosed in reports that we file or submit under the Exchange Act is recorded, 
processed, summarized and reported within the time periods specified in the rules and forms of the Securities and Exchange 
Commission (the “SEC”) and is accumulated and communicated to our management, including our Chief Executive Officer, as 
appropriate to allow timely decisions regarding required disclosure. 


Management’s Report on Internal Control over Financial Reporting 


Management, including our Chief Executive Officer, is responsible for establishing and maintaining adequate internal control 
over financial reporting (as defined in Rule 13a-15(f) and 15d-15(f) under the Exchange Act). Our internal control over financial 
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles. Our internal control over 
financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of our assets; (il) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and 
that our receipts and expenditures are being made only in accordance with authorizations of our management and directors; and 
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets 
that could have a material effect on our financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Therefore, 
even those systems determined to be effective can provide only reasonable assurance with respect to financial statement preparation 
and presentation. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate. 


Management assessed the effectiveness of our internal control over financial reporting as of December 29, 2019. In making this 
assessment, management used the criteria established by the Committee of Sponsoring Organizations of the Treadway Commission 
(“COSO”) in Internal Control-Integrated Framework (2013). Based on this assessment, management has concluded that, as 
of December 29, 2019, our internal control over financial reporting was effective, at a reasonable assurance level. 


Changes in Internal Control over Financial Reporting 


There have been no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange 
Act) that occurred during our fiscal quarter ended December 29, 2019 that have materially affected, or are reasonably likely to 
materially affect, our internal control over financial reporting. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
To the stockholders and the Board of Directors of Potbelly Corporation and subsidiaries 
Opinion on Internal Control over Financial Reporting 


We have audited the internal control over financial reporting of Potbelly Corporation and Subsidiaries (the “Company”) as 
of December 29, 2019, based on criteria established in Internal Control — Integrated Framework (2013) issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO). In our opinion, the Company maintained, in all material respects, 
effective internal control over financial reporting as of December 29, 2019, based on criteria established in Jnternal Control — 
Integrated Framework (2013) issued by COSO. 


We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) 
(PCAOB), the consolidated financial statements as of and for the year ended December 29, 2019, of the Company and our report dated 
February 27, 2020, expressed an unqualified opinion on those financial statements and included an explanatory paragraph related to 
the change in accounting principle due to the adoption of Accounting Standards Update (ASU) No. 2016-02, Leases. 


Basis for Opinion 


The Company’s management is responsible for maintaining effective internal control over financial reporting and for its 
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on 
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial 
reporting based on our audit. We are a public accounting firm registered with the PCAOB and are required to be independent with 
respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities 
and Exchange Commission and the PCAOB. 


We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material 
respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material 
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and 
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable 
basis for our opinion. 


Definition and Limitations of Internal Control over Financial Reporting 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1) 
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the 
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being 
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a 
material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of 
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 


/s/ Deloitte & Touche LLP 


Chicago, Illinois 
February 27, 2020 
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ITEM 9B. OTHER INFORMATION 


None. 
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PART III 
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 
Except as set forth below, the information required by this item will be contained in Potbelly’s definitive proxy statement for the 


2020 Annual Meeting (our “Proxy Statement”) and is incorporated herein by reference. 


Potbelly has adopted an ethics code of conduct applicable to the directors, officers and employees. A copy of that code is 
available on the Company’s corporate website at www.potbelly.com, which does not form a part of this Annual Report on Form 10-K. 
Any amendments to such code, or any waivers of its requirements, will be posted on our website. 


ITEM 11. EXECUTIVE COMPENSATION 


The information required by this item will be contained in our Proxy Statement and is incorporated herein by reference. 


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED 
STOCKHOLDER MATTERS 


Except as set forth below, the information required by this item will be contained in Potbelly’s Proxy Statement and is 
incorporated herein by reference. 


Equity Compensation Plan Information 


The following table presents certain information related to Potbelly’s equity incentive plans under which the equity securities 
are authorized for issuance as of December 29, 2019 (shares in thousands): 


(a) (b) (c) 
Number of securities 
remaining available for 
future issuance under 


Number of Securities to Weighted-average equity compensation 

be issued upon exercise exercise price of plans (excluding 

of outstanding options, outstanding options, securities reflected in 
Plan Category warrants and rights warrants and rights column (a)) 
Equity compensation plans approved by security holders “) ..... 1,774 $ 11.34 1,560 © 
Equity compensation plans not approved by security holders ... — — — 
Mita oes sces cede nes cee utes ee oe eel res weed peste dee a tateesiatedede ee aaebec estate 1,774 $ 11.34 1,560 


(1) Consists of the 2004 Equity Incentive Plan, the 2013 Long-Term Incentive Plan and the 2019 Long-Term Incentive Plan. No 
further awards may be made under the 2004 Equity Incentive Plan or the 2013 Long-Term Incentive Plan. All remaining shares 
of common stock reserved for issuance under the 2013 Plan are available for issuance under the 2019 Plan. 

(2) The total amount reported consists only of shares available for future issuance under the 2019 Long-Term Incentive Plan, which 
may be issued in connection with awards of stock options, stock appreciation rights, restricted stock, restricted stock units, 
deferred stock units, performance stock and performance stock units. 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE 


The information required by this item will be contained in Potbelly’s Proxy Statement and is incorporated herein by reference. 


ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 


The information required by this item will be contained in Potbelly’s Proxy Statement and is incorporated herein by reference. 
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PART IV 
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 
(a) Financial Statements 


(1) The financial statements filed as part of this Annual Report on Form 10-K are listed in the index to the financial statements. 


(2) Any financial statement schedules required to be filed as part of this Annual Report on Form 10-K are set forth in section 
(c) below. 


(b) Exhibits 
See the Exhibit Index at the end of this Annual Report on Form 10-K, which is incorporate by reference. 


(c) Financial Statement Schedules 


No financial statement schedules are provided because the information called for is not applicable or is shown in the financial 
statements or notes thereto. 
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EXHIBIT INDEX 


Exhibit 
Number Description of Exhibit 
3.1 Seventh Amended and Restated Certificate of Incorporation of Potbelly Corporation (filed as Exhibit 3.1 to Form S-1 
(File No. 333-190893) filed on August 29, 2013 and incorporated herein by reference) 
3.2 Amended and Restated By-laws of Potbelly Corporation (filed as Exhibit 3.1 to Form 8-K (File No. 001-36104) filed 
June 12, 2018 and incorporated herein by reference) 
4.1 Fifth Amended and Restated Registration Rights Agreement (filed as Exhibit 4.1 to Form S-1 (File No. 333-190893) 
filed on August 29, 2013 and incorporated herein by reference) 
10.1 Potbelly Corporation 2004 Equity Incentive Plan, as amended (filed as Exhibit 10.1 to Form S-1 (File No. 333-190893) 
filed on August 29, 2013 and incorporated herein by reference) + 
10.2 Amended and Restated Potbelly Corporation 2013 Long-Term Incentive Plan (filed as Exhibit 10.1 to Form 8-K (File 
No. 001-36104) filed June 12, 2018 and incorporated herein by reference) + 
10.3 Potbelly Corporation 2019 Long-Term Incentive Plan (filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed 


May 21, 2019 and incorporated herein by reference) + 


10.4 Second Amended and Restated Credit Agreement, dated as of August 7, 2019, among Potbelly Sandwich Works, LLC, 
the other Loan Parties party thereto, the Lenders party thereto, and JPMorgan Chase Bank, N.A., as Administrative 
Agent, (filed as Exhibit 10.1 to Form 10-Q (File No. 001-36104) filed August 8, 2019 and incorporated herein by 
reference) 


10.5 Executive Employment Contract between Potbelly Corporation and Alan Johnson dated November 29, 2017 (filed as 
Exhibit 10.1 to Form 8-K (File No. 001-36104) filed December 1, 2017 and incorporated herein by reference) + 


10.6 First Amendment of Executive Employment Agreement between Potbelly Corporation and Alan Johnson dated May 
14, 2018 (filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed May 14, 2018 and incorporated herein by 
reference) + 


10.7 Executive Employment Agreement, dated July 25, 2013, between Potbelly Corporation and Matthew Revord (filed as 
Exhibit 10.5 to Form 10-K (File No. 001-36104) filed February 22, 2017 and incorporated herein by reference) + 


10.8 Amendment to Executive Employment Agreement, dated April 22, 2015, between Potbelly Corporation and Matthew 
Revord (filed as Exhibit 10.6 to Form 10-K (File No. 001-36104) filed February 22, 2017 and incorporated herein by 
reference) + 


10.9 Retention Agreement between Potbelly Corporation and Matthew Revord, dated July 17, 2017 (filed as Exhibit 10.3 to 
Form 8-K (File No. 001-36104) filed July 18, 2017 and incorporated herein by reference) + 


10.10 Executive Employment Agreement, dated November 15, 2018, effective December 3, 2018, between Potbelly 
Corporation and Thomas Fitzgerald (filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed December 3, 2018 
and incorporated herein by reference) + 


10.11 Executive Employment Agreement, dated May 11, 2018, effective June 4, 2018, between Potbelly Corporation and 
Brandon Rhotent 
10.12 Executive Employment Agreement, dated May 1, 2015, between Potbelly Corporation and Julie Younglove-Webb 


(filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed May 4, 2015 and incorporated herein by reference) + 


10.13 Retention Agreement between Potbelly Corporation and Julie Younglove-Webb, dated July 17, 2017 (filed as Exhibit 
10.4 to Form 8-K (File No. 001-36104) filed July 18, 2017 and incorporated herein by reference) 


10.14 Form of stock option agreement for grants during year 2011 for named executive officers pursuant to 2004 Equity 
Incentive Plan (filed as Exhibit 10.11 to Form S-1(File No. 333-190893) filed August 29, 2013 and incorporated herein 
by reference) 


10.15 Form of stock option agreement for grants for non-employee directors pursuant to 2004 Equity Incentive Plan (filed as 
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Exhibit 


Number Description of Exhibit 
Exhibit 10.13 to Form S-1 (File No. 333-190893) filed August 29, 2013 and incorporated herein by reference) + 

10.16 Form of stock option agreement pursuant to 2013 Long-Term Incentive Plan (filed as Exhibit 10.14 to Form S-1 (File 
No. 333-190893) filed August 29, 2013 and incorporated herein by reference) + 

10.17 Form of Restricted Stock Unit Award Agreement pursuant to 2013 Long-Term Incentive Plan (filed as Exhibit 10.16 to 
Form S-1 (File No. 333-190893) filed August 29, 2013 and incorporated herein by reference) 

10.18 Form of Director Restricted Stock Unit Award Agreement for non-employee directors pursuant to 2013 Long-Term 
Incentive Plan (filed as Exhibit 10.16 to Form 10-K (File No. 001-36104) filed February 22, 2017 and incorporated 
herein by reference) 

10.19 Settlement Agreement, dated October 2, 2017, between Potbelly Corporation, Ancora Advisors, LLC, Ancora Catalyst 
Fund LP, Merlin Partners LP and Frederick DiSanto (filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed 
October 5, 2017) 

10.20 Settlement Agreement, dated April 12, 2018, between Potbelly Corporation, Privet Fund LP, Privet Fund Management 
LLC, Ryan Levenson and Ben Rosenzweig (filed as Exhibit 10.1 to Form 8-K (File No. 001-36104) filed April 13, 
2018) 

10.21 Potbelly Corporation Non-Employee Director Compensation Plan (filed as Exhibit 10.2 to Form 10-Q (File No. 001- 
36104) filed August 8, 2019). + 

21.1 Subsidiaries of the Registrant 

23.1 Consent of Deloitte & Touche LLP 

24.1 Power of Attorney (included on signature page) 

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002 

101.INS XBRL Instance Document 

101.SCH XBRL Taxonomy Extension Schema 

101.CAL XBRL Taxonomy Extension Calculation Linkbase 
101.DEF XBRL Taxonomy Extension Definition Linkbase 
101.LAB XBRL Taxonomy Extension Label Linkbase 
101.PRE XBRL Taxonomy Extension Presentation Linkbase 
A Management contract or compensatory plan 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, Potbelly Corporation 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


POTBELLY CORPORATION 


By: /s/ Alan Johnson 


Alan Johnson 
Chief Executive Officer and President 
(On behalf of the registrant, and in his capacity 
as Principal Executive Officer and officer 
performing functions similar to Principal 
Financial Officer) 


Date: February 27, 2020 


POWER OF ATTORNEY 


KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Alan 
Johnson and Matthew Revord and each of them, his or her true and lawful attorneys-in-fact, each with full power of substitution, for 
him or her in any and all capacities, to sign any amendments to this report on Form 10-K and to file the same, with exhibits thereto 
and other documents in connection therewith, with the Securities and Exchange Commission, hereby ratifying and confirming all that 
each of said attorneys-in-fact or their substitute or substitutes may do or cause to be done by virtue hereof. Pursuant to the 
requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the 
registrant and in the capacities and on the dates indicated. 


Signature Title Date 
/s/ Alan Johnson Chief Executive Officer and President; Director 
Alan Johnson (Principal Executive Officer and officer performing functions similar to February 27, 2020 


Principal Financial Officer) 


___/s/ William Atkins Vice President, Controller February 27. 2020 
William Atkins (Principal Accounting Officer) a 
Daniel Gi g : : 
= -- — Gunsbet Chairman of the Board, Director February 27, 2020 
Daniel Ginsberg 
/s/ Joseph Boehm : 
Joseph Boehm Director February 27, 2020 
/s/ David Head . 
David Head Director February 27, 2020 
/s/ Susan Chapman-Hughes . 
Sushn Chapman Hughes Director February 27, 2020 
/s/ Adrian Butler . 
Adrian Butler Director February 27, 2020 
/s/ Marla Gottschalk ; 
Marla Gottschalk Director February 27, 2020 
BenR i 
eee Director February 27, 2020 


Ben Rosenzweig 
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(OY 


Executive Officers 


Alan Johnson 
Chief Executive 
Officer and President 


Steven Cirulis 

Senior Vice President, 
Chief Financial Officer and 
Chief Strategy Officer 


Julie Younglove-Webb 
Senior Vice President, 
Chief Restaurant Operations 
Officer 


Brandon Rhoten 
Senior Vice President, 
Chief Marketing Officer 


Matthew Revord 

Senior Vice President, 
Chief Legal Officer, Chief 
People Officer, General 
Counsel and Secretary 


Daniel Lecocq 

Senior Vice President, 
Franchise and Corporate 
Development 


Jeffrey Douglas 
Senior Vice President, 
Information Technology 


SY 


Board of Directors 
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Company, LLC 
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Biographies of the directors and executive officers are contained respectively under the headings Director Biographies on pg. 13 and 
Executive Officers on pg. 39 of the proxy statement, which is included with this Annual Report. 


Forward-looking statements, within the meaning of Section 21E of the Securities Exchange Act of 1934, are made throughout this Annual 


Report. 


They appear in a number of places throughout this Annual Report and include statements regarding our intentions, beliefs or current 
expectations concerning, among other things, our results of operations, financial condition, liquidity, prospects, growth, strategies and the 
industry in which we operate. For a discussion of certain risks and uncertainties that may affect our future results, please see “Business” in 
Item 1, “Risk Factors” in Item 1A and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in 


Item 7. 


